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The  purpose  of  this  study  is  an  audit  of  Florida's  bank  regulazcry 
set.   The  emphasis  is  on  that  part  of  the  regulator-  set  wnich  specifies 
or  controls  bank  structure  v/ithin  the  state.   The  rriir.sry  conce:m 
is  whether  the  existing  structural  constraint,  ur.i-r. i::ice  banking, 
is  optimal  from  the  point  of  view  of  minimizing  the  _a5t  of  inter- 
mediation or  whether  this  objective  could  be  better  r.chieved  with 
fewer  structural  constraints. 

A  theoretical  framework  is  developed  arounc  a  conc=:pt  of  the 
regulatory  system  which  envisions  the  task  of  regulation  as  one  cf 
increasing  the  coincidence  of  the  extant  set  of  cuuputs  and  inputs 
associated  with  the  banking  industry  at  any  point  in  time  with  some 
optimal  set.  The  best  structural  regulation  is  seen  as  that  which 
facilitates  this  regulatory  goal  of  equilibration. 

The  optimal  set  of  outputs  and  inputs  is  defined  in  terms  of 
a  function  whose  objective  is  minimization  of  the  price  of  inter- 
mediation.  This  objective  is  specified  in  terms  of  four  desiderata: 

(1)  Productive  efficiency; 

(2)  Allocative  neutrality; 
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(3)  Responsiveness  to  changes  in  technology  and  consumer 
demand  • 
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(4)  Deposit  protection. 

These  were  found  to  be  consistent  with  the  minimization  of  the 
price  of  intermediation  and  were  collapsed  into  a  single  function 


Subject  to: 


mm  i- —   L — 
k=l   j=l 


Ou  >  0 


0,  P  ,  _  I. 
k   ok     J 


Ij  >  0 


k=l   j=l 


Ok  Pok  -   Ij 


This  model  was  then  used  to  m.easure  the  ccincicence  becween 
the  existing  and  desired  sets  of  inputs  and  outputs. 

Published  banking  data  provide  the  basis  for  establishing 
the  characteristic  input/output  sets  associated  wicn  the  uni-cffice 
banking  of  Florida  and  the  multi-office  alternative.   Market  struc- 
ture is  viewed  as  a  separate  and  identifiable  subset  of  the  universe 
of  characteristics  associated  with  Florida  banking.   The  relation- 
ship between  market  structure  and  the  objective  function  is  identi- 
fied anrl  the  optimal  condition  is  compared  with  those  market 
characterisitcs  found  under  the  alternative  structural  regulations. 
From  this  comparison,  the  cost  and/or  benefits  of  Florida's  uni- 
office  constraint  in  terms  of  market  structure  is  derived. 
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The  focus  of  the  analysis  then  shifts  from  structure  to 
performance.   The  study  compiles  and  analyzes  bank  performance  data 
under  the  various  regulatory  sets  in  both  the  input  and  output 
markets.   Optimal  perfom-^nce  in  terms  of  minimizing  the  price  of 
intermediation  is  compared  with  the  performance  characteristics 
of  the  alternatives.   The  results  of  such  a  comparison  are  again 
indicative  of  the  cost/benefit  trade-offs  involved  in  Florida's 
uni-office  constraint. 

The  conclusion  that  is  drawn  after  examining  tne  data  in 
terms  of  the  objective  function  is  that  Florida's  ur.i-cffice 
constraint  is  less  efficient  as  an  equilibrator  thar;  tns  alicw- 
ance  of  multi-office  banking  would  be.   Florida's  current  structure. 
regulations  v.'ere  drax^7n  up  in  1913.   The  economic  env^rcnr.cnt  in 
which  they  were  attempting  the  equilibrating  task  v-ai.:  dc-;inated  by- 
agriculture  and  what  little  manufacturing  was  preser.i:  vas  ccncentr.=  "ec; 
in  lumber  and  timber.   Population  was  sm.all  and  widely  dispersed 
with  little  in-migration  and  a  relatively  low  growth  rate. 

The  same  regulative  set  is  attempting  the  equilibrating  task 
in  today's  environment.   Almost  every  characteristic  of  the  state 
has  undergone  radical  change  over  the  ensuing  60  years.   Population 
is  among  the  largest  in  the  nation  and  is  growing  rapidly  due 
to  a  high  level  of  in-migration.   Service  and  trade  is  the  major 
industry  in  the  state  while  food  and  kindred  products  dominate 
the  manufacturing  sector. 

While  the  uni-office  constraint  may  have  been  relevant  to  the 
intermediation  needs  of  the  state  in  1913,  today,  according  to  the 
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evidence  examined,  this  regulation  causes  an  undue  divergence 
from  the  optimal  set  of  banking  outputs  and  inputs.   A  change  in 
Florida  bank  laws  to  allow  multi-office  banking  would  allow  Florida 
bank  structure  to  be  more  consistent  with  the  existing  economic 
environment  and  more  responsive  to  the  present  and  future  financial 
intermediation  needs  of  the  state.   Such  a  result  v.'ould  contribute 
to  a  reduction  in  the  cost  of  intermediation  in  Florida. 


:S^sjts,«^'V.->T.«rirs^VTl--,<SS»^SliS:; 


CMPTER  I 
INTRODUCTION 

Few  indeed  are  the  areas  that  have  been  left  un- 
touched by  industrial  dispersion,  revolutionary^-  changes 
in  production  and  marketing,  population  shifts,  and 
new  highway  and  other  transportation  systems.   This 
is  the  time.  .  .  to  take  a  hard  look  at  our  existing 
banking  structures.   Our  sights  should  go  higiier  than 
the  emotional  issues  of  fifty  years  ago.   Instead  V7e 
must  look  at  the  form  of  banking  now  existing  _n  our 
respective  states  and  determine  whether  it  is  still 
the  most  appropriate  and  best  form.l 

These  remarks  are  characteristic  of  a  rather  import;:-t  change 
v;hich  has  been  taking  place  in  the  banking  induEt^3^^  i:.  recsnt  years. 
Bankers  have  begun  to  show  an  interest  in  investigitir_g  alternatives 
in  all  facets  of  the  banking  business.   They  have  shewn  a  willing- 
ness to  expose  even  the  aost  "sacrosanct"  aspects  cf  Ar.erican 
banking  to  the  tests  of  optimality.   This  wave  of  critical  self- 
examination  has  coincided  with  an  increased  interest  on  the  part 
of  the  general  public  as  well  as  the  government  in  the  "best"  bank 
structure,  the  "most  competitive"  bank  markets,  and  the  ''most 
favorable"  bank  performance. 

Florida  has  not  been  immune  to  this  "renaissance".   Within  the 
last  few  years,  the  Florida  Bankers  Association  has  changed  its 
stand  on  multi-office  banking  from  one  of  opposition  to  one  of 
"neutrality".   Numerous  hours  have  been  spent  by  the  Legislature 
considering  changes  in  the  bank  structure.   Several  bills  have  been 
introduced  in  recent  sessions  of  the  Legislature  which  would  have 
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had  a  direct  effect  on  the  Florida  banking  industry.   Although 
many  of  these  proposals  v.'ere  defeated,  their  introduction  is  in- 
dicative of  the  rising  level  of  concern  and  interest.   In  Florida, 
as  elsewhere,  there  has  been  a  recent  realization  that  the  regu- 
latory aspects  of  banking  should  be  consistent  with  the  optirnal 
banking  system  as  defined  by  the  existing  social,  political,  and 
economic  environment.   I-Jhile  this  realization  does  ncc  necessarily 
mean  regulatory  change,  it  does  mean  a  continuous  eMa.-inaticn  and 
evaluation  of  regulations  as  to  their  relevance  ani  effectiveness. 

It  is  in  response  to  this  increasing  banking  -nvireness  that 
this  dissertation  has  been  conceived.   If  Florida  banr.ing  is  to 
fulfill  its  function  of  financial  intermediation,"  j;  i  iiiandsrd 
that  has  to  be  applied  must  be  dynamic.   Optimalit"  ir:  regulation 
cannot  be  a  static  notion,  but  an  on-going  concept  subject  to  con- 
tinual audit.   This  auditing  process  must  constantly  consider 
several  data  inputs: 

1)  A  historical  context  so  that  the  underlying  continuities 
may  be  recognized  and  evaluated; 

2)  A  definition  of  the  present  position  of  Florida  banking 
as  to  structure  and  performance; 

3)  An  analysis  of  the  effects  of  various  types  of  bank 
regulation  on  bank  market  structure  and  performance; 

4)  Specific  consideration  of  alternative  regulation  sets 
and  how  such  changes  might  affect  Florida  banking. 

This  dissertation  proposes  to  consider  only  one  element  of 
the  regulation  set  --  the  regulation  of  bank  organization  or 
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structure.   This  particular  subject  is  of  immediate  concern  to  Florida 
banking  for  most  of  the  recent  debate  is  focused  on  the  appropriate- 
ness of  current  bank  structure,  unit  banking,  as  opposed  to  its 
primary  alternative,  multi-office  banking.   This  dissertation  will 
examine  the  hypothesis  that  Florida's  uni-office  constraint  causes 
an  undue  divergence  from  optimality  as  measured  by  the  cost  of  inter- 
mediation . 

In  Chapter  II,   the  theoretical  framework  for  the  snudy  will 
be  developed.   One  of  the  major  difficulties  in  dealir.g  with  bank- 
ing is  the  general  lack  of  any  cohesive  conceptual  framework.   Many 
studies  are  based  on  a  presumed  and  unspecified  set  -f  relationships , 
while  others  are  willing  to  adopt  a  verbalized,  i-Drecise  representa- 
tion.  The  result  of  these  approaches  is,  all  too  cfran,  an  in- 
vestigation which  is  internally  consistent   but  of  n-iced  use 
because  of  the  lack  of  rigor  in  developing  the  ccncercual  nicael. 

Chapter  II  attempts  to  avoid  these  shortcomings  by  explicitly 
developing  a  model  in  a  relatively  precise  manner.   The  chapter 
specifies  the  relationships  between  the  optimal  set  of  oucput/input , 
the  extant  set  of  output/input,  and  the  regulative  sec.   Using  the 
optimal  bank  structure  as  a  surrogate  variable,  a  set  of  associated 
characteristics  of  the  industry  is  developed.   It  is  suggested 
how  these  criteria  might  be  collapsed  into  a  single  measure  to  permit 
analysis  and  measurement  of  existing  output/input,  structure,  and 
regulations  in  a  relatively  straightforward  manner.   The  criteria 
and  resulting  model  are  to  be  used  as  benchmarks  or  general  goals. 
They  will  provide  a  framework  for  policy  action  and  an  indicator  of 
the  direction  policy  should  move  in  order  to  approach  optimality. 


^/mf^H^^^fmg^X^S^^^^xr'^'^  «f«^¥Wi!MRSS!»j«s2«A"!!»»;g9tijw^S!i8^pg^-ig>sj«^  'S*5*ii!'^«Kfj«»=^--*iS6i«"^»!5*  •««s::j.»caw»yi"af8r'-«"^ .,  -'a»«5f»ym'ae!»-t  =«r- 


4 


Hovjever ,  application  of  this  theoretical  framevjork  requires 
an  appreciation  of  the  current  economic  environment  as  well  as  some 
sense  of  the  historical  developm.ent  of  Florida's  banking  industry. 
Chapter  III  traces  this  evolution  of  Florida  banking  into  its 
present  state  with  particular  emphasis  on  changes  in  structural 
regulation  and  the  historical  context  within  which  these  changes 
took  place.   It  is  also  in  this  chapter  that  the  current  eccnc-r.ic 
environment,  to  which  Florida  banking  must  be  respcnsi.e,  is 
described  and  analyzed. 

It  is  in  Chapter  IV  that  we  begin  to  measure  zr.e    optimality 
of  the  Florida  regulatory  set.   Market  structure  is  viirwec  as  a 
separate  and  identifiable  subset  of  the  universe  of  characteristics 
associated  with  Florida  banking.   Chapter  IV  ider.rifiej;  the  relation- 
ship between  market  structure  aiid  the  objective  func;i:^n  cf  -ini- 
mizing  the  cost  of  intermediation.   The  optimial  sec  i.-  then  co-pared 
with  those  market  characteristics  found  under  the  a:terr.ative 
structural  regulations.   From  this  comparison,  the  ccst  and/or 
benefits  of  Florida's  uni-office   constraint  is  derived. 

In  the  next  chapters  (Chapters  V  and  VI),  the  analysis  is 
turned  directly  to  market  performance  rather  than  market  structure. 
The  purpose  will  be  to  look  at  performance  under  the  \-arious 
regulatory  sets  in  either  the  input  market  (Chapter  V)  or  the  output 
market  (Chapter  VI)  and  to  compare  these  data  with  optimality  as 
prescribed  by  the  overall  objective  of  minimizing  the  cost  of  inter- 
mediation.  The  results  of  such  a  comparison  would  again  be  indicative 
of  the  cost/benefit  trade-offs  involved  witli  Florida's  uni-office 
constraint . 
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The  sunmary  draws  together  the  several  strands  of  thought 
and  attempts  to  synthesize  these  into  a  general  conclusion.   The 
conclusion  that  is  reached  is  that  present  Florida  bank  organization 
regulations  were  developed  in  the  distinctly  different  economic 
environment  of  1913.   While  these  laws  may  have  been  relevant  to  the 
financial  needs  of  the  state  at  that  time,  today  these  regulations 
cause  an  undue  divergence  from  the  optimal  banking  system.   A 
change  in  Florida  bank  laws  to  allow  branch  banking  vculc  make 
Florida  bank  structure  more  consistent  with  the  e::istir.g  economic 
environment  and  more  responsive  to  the  present  and  future  financial 
needs  of  the  state. 

Methodology 

The  methodological  approach  which  is  used  is  ur.  udmixture  of 
inductive  and  deductive  reasoning  with  both  pcsitivs  and  noriTiative 
implications . 

The  theoretical  framework  or  model  which  is  de^eloptd  is  a 
product  of  the  deductive  method.   The  model  is  erected  en  a  frame- 
work of  axioms,  propositions  and  statements  which  are  taken  as  true 
V7ith  little  empirical  verification.   Given  these  prer.ises,  the 
model's  endogenous   relationships  permit  deduction  of  the  set  of 
characteristics  associated  with  optimal  structural  regulation. 

The  empirical  content  of  the  study  necessitates  the  use  of 
inductive  reasoning  as  the  structural  and  performance  data  are 
sorted  for  generalizations.   The  collection  of  facts  and  figures 
regarding  tlie  result  of  banks  operating  under  different  regulatory 
sets  leads  to  inductive  conclusions  concerning  the  structural 
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regulation-performance-ip.arket  structure  relationships.   From  these 
induced  characteristics,  the  possible  changes  in  Florida  banking, 
with  a  change  in  the  regulatory  set, are  then  deduced. 

Within  this  methodological  organization,  the  statistical  tech- 
niques used  are  generally  uni-variate  in  nature, and  therefore, 
limited  in  their  analytical  content.   The  primary  objective  of  this 
study  is  to  develop  an  integrating  theoretical  framevork.  within  whicr 
existing  statistical  studies  can  be  recast  and  struc-ural  optimalitv 
can  be  measured.   While  there  is  a  limited  amount  of  original  statis: 
compilation  done  within  the  paper,  the  accompanying  a-aiysis  is 
generally  restricted  to  uni-variate  inference.   The  pcssible  limita- 
tions of  this   ceteris  paribus   technique  are  well  i;::-vn.   However, 
it  is  not  felt  that  these  limits  detract  in  any  subK-^r.tiaL  vjay 
from  the  conclusions.   The  alternative,  multi-^'ariale  analysis,  is 
unwieldy  when  dealing  with  banking  data  because  of  :he  multitude  of 
variables  and  their  interrelationships.    Further,  tne  urii-variate 
analysis  is  made  more  analytically  acceptable  when  c^.e  several 
different  tests  yield  consistent  parameters  as  in  this  study. 
Finally,  the  emphasis  is,  again,  not  on  the  statistical  computations, 
but  on  the  theoretical  framework  which  facilitates  integration  of 
the  data  into  a  cohesive  whole. 

The  variable  v/hich  is  used  most  often  for  grouping  is  the 
structural  regulation  within  a  state.   The  parameters  which  are 
developed  are  held  to  be  characteristic  of  the  states  grouped 
according  to  their  structural  set.   This  obviously  could  be  a  source 
of  bias  if  a  structural  set  group  corresponded  to  groupings  by 
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other  variables  having  an  impact  on  the  market  structure  and  perfor- 
mance in  banking.   However,  the  regulatory  grouping  brings  together 
states  which  are  rather  heterogeneous  in  other  aspects.   In  demo- 
graphic terms,  large  states  are  found  in  both  the  uni-office  and 
multi-office  set  and  those  states  experiencing  rapid  growth  in  popula- 
tion as  well  as  stagnation  are  also  found  in  both  sets.   The  extreme; 
of  personal  income  are  present  in  both  regulatory  environr.nnts 
and  a  variety  of  economic  situations  exist  within  anc  retv.-een  the 
different  regulatory  sets.    While  there  may  be  so-o  bias  from  the 
grouping,  the  heterogeneity  tends  to  minimize  this  zr^i    zhe    r-c;sulting 
paramieters  appear  to  be  valid  estim.aces  of  regulatory  characteristic; 
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NOTES  TO  CMPTER  I 


1.  Excerpts  from  a  speech  by  Archie  K.  Davis,  president,  American 
Bankers  Association  before  the  February,  1966,  meeting  of  the  Ohio 
Bankers  Association.   Quoted  by  Gerald  C.  Fischer,  American  Banking 
Structure  (New  York:  Columbia  University  Press),  1968,  p.  1. 

2.  Financial  intermediation  is  the  process  of  bringing  together 
surplus  and  deficit  units  in  the  economy.   The  financial  intermediary 
is,  therefore,  "an  institution  that  has  financial  or  monetary  rela- 
tions on  each  side  of  the  balance  sheet."   See  Roland  L.  Robinson, 
Financial  Institutions  (Homewood ,  111.:  R.D.  Irwin,  Inc.,  1960),  p.  12 

3.  The  term  "uni-office"  refers  to  structural  regulation  known  as 
unit  banking  under  which  each  bank  corporate  organizjition  is 
restricted  to  one  geographical  location.   The  term  ":::-jlti-of fice'' 
refers  to  structural  regulation  known  as  branch  b;.7.K-TiZ   under  whicn 
each  bank  corporate  organization  may  have  one  or  z.cr;  geographical 
locations . 

4.  There  have  been  some  multivariate  studies  atterr.ri-d  iij.  bank  datr^ 
analysis  and  these  will  be  used  and  referred  to  in  I-;.-er  chapters. 
However,  the  results  have  generally  been  either  unu.-able  or  consiste-t 
withuni-variate  analysis. 

5.  A  cursory  look  at  the  groupings  would  indicate  that  each  regula- 
tory set  faces  a  variety  of  environments  within  which  it  attempts 

to  accomplish  some  assigned  objective.   It  can  be  seen  froTT:  the 
following  listing,  the  regulatory  differences  are  not  consistently 
matched  by  demographic  or  economic  characteristics.   For  a  complete 
listing  of  the  groupings  see  page  54. 

Uni-office  Muiti -office 


Population  Illinois  (4)-,  Texas  (5)      California  (1),  New  Icrk  (2) 

Population  Florida  (2)           Nevada  (1) 

Growth  North  Dakota  (49)      South  Dakota  (50) 

Personal  Income  Illinois  (4)          Connecticut  (1) 

Industrialized  Illinois              Ohio 

States  Missouri              Pennsylvania 

Agricultural  Kansas                South  Dakota 

States  Nebraska              Mississippi 

^Numbers  in  parentheses  represent  relative  rank. 
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CHAPTER  II 


BANK  REGULATION:  ITS  FUNCTION  AND  A  MODEL 
FOR  TESTING  ITS  OPTIMALITY 


Structural  optimality  in  social  institutions  must  be  associated 
with  the  set  of  characteristics,  outputs  and  inputs,  ^--hich  is  deemec 
the  most  desirable  by  society  at  some  point  in  time,   A  given  structure 
is  preferred,  not  because  of  its  intrinsic  value,  cli  because  of  its 
associated  set.   "Competition  as  a  market  structure  is  not  an  end  in 
itself.   It  is  desirable  because  of  what  it  leads  tr. "" 

The  set  of  characteristics,  inputs  and  outpuii .  associated 
with  the  optimal  structure  tends  to  change  over  tixr.a.   It  is  a 
function  of  the  existing  political,  social,  and  ecG-c~;ic  environ- 
ment and  as  these  factors  may  change  over  time,  so  i-ay  the  desired 
set. 

The  implied  association  between  input-output  and  structure 
suggests  some  degree  of  causal  correlation  between  these  two  elements. 
It  should  be  recognized  that  structure  is  merely  one  of  a  number  of 
variables  which  may  affect  the  final  set.   The  degree  of  correlaticr 
may  be  reduced  or  distorted  by  perverse  movement  of  the  unconsidered 
variables.   It  is  therefore  evident  that, when  v;e  refer  to  the  optimal 
structure,  a  time  dimension  is  implied.   The  ideal  nature  of  the 
structure  may  be  static  in  that  it  relates  to  a  specific  point  in 
time,  tp,  when  all  other  factors  affecting  the  final  set  are  given. 
However,  structural  optimality  in  a  dynamic  sense  would  include  the 
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flexibility  to  change  appropriately  when  changes  in  the  other  factors 

cause  a  divergence  between  the  actual  and  optimal  set. 

The  Nature  of  the  System 

The  importance  of  these  relationships  requires  a  more  explicit 

statement  of  tlieir  nature.   If  we  define  0"  as  the  set  of  optimal 

output  and  input,  we  might  then  express  it  as: 

O"  =f(e,s,p)  =  f(A) 
A  =  {e,s ,p} 

e  =  current  economic  conditions 
s  =  current  social  conditions 
p  =  current  political  conditions. 

We  then  can  define   Oj^  as  the  current  set  of  output  -L^.d    ir.DUC 

such  as: 

On  =  f(e,s,p,x)  =  f(B) 
where 

B  =  {e,s,p,x} 
X  =  a  set  of  factors,  historical  or  current  within  the 
the  states  of  nature,  which  prevent  zi.i   equivalency 
of  set  0"  and  0^  .   If  x=0  then  0=''=C-  -r.u  if  ;-..  iO , 
then  0-+  Oj-i- 

Such  factors  as  contained  in  x  may  be  exogenous  to  tne  exist iu.^. 

order  and  may  be  a  product  of  the  difference  in  the  late  of  change 


in  institutions  and  practices,  i.e.,  — \  — ^•^  — 

dt  -^  dt  >  dt  ' 

On  the  other  hand,  such  factors  may  be  endogenous  and  may  represenc 
internal  conflicts  between  existing  institutions  which  result  in 
something  other  than  the  optimal  set. 

If  X  =£  ,  where  €.  is  an  empty  set,  and  0-'-  =  Op,  societj'  general 
evolves  a  regulative  set,  r,  in  an  attempt  to  overcome  the  perversity 
of  X  and  increase  the  equivalency  of  0"  and  0^^.   Thus  we    find  that: 

Oj^L  "  ^  ^^'    ^'  P'  ^'  ^)  =  f(*^) 
C   =  { e  ,  s  ,  p  ,  X ,  r  j 

such  that  if  X  =C,  then  r  =  C  and  if  x  +  g,  then  r  f  £.   It  should 
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be  noted  that  Oj^^  merely  represents  Oji  as  transformed  over  time  by 
the  regulative  set,  r,  so  that  Oj^^  =  0^^ / t-_f.| )  •   If  rj-  =  v^^i      then 
OnL  ~   On-   Of  course,  the  desired  result  of  intruding  r  is  to  increase 
the  population  of  the  intersection  set  so  that  O'-^'f^O^-^  "^  0"f\0^. 

The  structural  characteristics  of  society  are  a  proper  subset 
of  the  existing  social,  political,  and  economic  condi'jions.   The 
optimal  structure,  S",  is  contained  in  A  such  that:   S"-'^A. 

However,  it  is  necessary  in  structural  considerations  that 
we  recognize,  as  in  our  previous  discussion,  the  e::i-cence  of  factor.?, 
X,  which  prevent  the  evolution  of  the  optimal  strucr-^re  sec  from  tnc 
existing  social,  political,  and  economic  conditions.   Thus,  S  ,  the 
existing  structure  may  be  seen  as: 

if  x  =£,  then  A  =  B  and  S-  =  S^. 

if  X  46,  then  A  f  B  and  S-  +  S^. 
As  before,  society's  reaction  to  the  exiscence  of  x  and  the 
fact  that  S"  may  not  be  equivalent  to  Sn   is  the  development  of  some 
regulative  set,  r,  which  attempts  to  minimiize  the  disruptive  effect 
of  X  and  maximize  the  equivalency  of  S"  and  Sn-   So  the  actual 
structure: 

SnLCC 

ifx=S,  r  =  0,  A  =  B  =  C,  and  S-  =  Sni; 

ifx4C,r#0,    A4=B  +   C,    and    S-    +   S^^l.: 

SnL  =  Sn(t+1);  "  ^t  =  ^t+1  then  S^^  =  ^n' 
Given  the  foregoing  relationships,  we  then  can  say  that 
0-   =    f  (S--^  /  A  -  S-O 
OnL  =  f  (S^L  /  C  -  S^l)  • 
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The  members  of  the  intersection  set  0-  Ci   Oj-^j^  x-7ill  vary  over 
time  due  to  the  nature  of  the  members  of  sets  A  and  C.   Economic  (e) , 
social  (s),  and  political  (p)  conditions  are  affected  by  an  extreraely 
large  and  varied  number  of  factors.   Some  of  these  factors  are  con- 
trollable, others  are  not,  and  still  others  are  a  corr.bination .   As 
a  result,  the  conditions  which  affect  the  optimal  outcome  are 
subject  to  rather  continuous  change  over  time.   The  sair.e  may  ca 
said  of  X,  the  intruding  element,  which  prevents  the  equivalency  or 
0"  and  0^.      However , this  is  net  true  of  r,  the  regulaeive  set. 
While  r  may  change  over  time,  the  procedure  is  disccr.  tinucus  in  nat'urt 
A  change  in  r  generally  requires  a  specific  decisicr,  -recess  ana 
until  this  process  is  completed,  r  is  a  constant.   Cr.angss  are 
discrete  in  nature,  rather  than  continuous  and  ;a£  '-  resulu,  a  given 
regulative  set,  r  |^,  which  is  imposed  to  increase  the  equivalency  cl: 
0"  and  Oj^T  ,  may  become  inappropriate  or  even  perverse  in  eifect,  as 
e,  s,  p,  and  x  change  over  time.   Changing  combinations  of  the 
latter  elements  will  bring  variations  in  O"-''  and  C^^  -"''^    '■^"^--  sioxv 
to  change  regulative  set,  r,  may  become  a  less  efficient  equilibracor 
The  ability  to  increase  the  population  of  the  intersection  set  is 
dependent  upon  the  ability  of  r  to  relate  to  the  current  x,  which 
causes  the  divergence.   A  slowly  changing  regulative  set  faces  the 
probability  of  an  incomplete  set  or  a  number  of  irrelevant  memibers 
in  dealing  with  the  more  rapidly  changing   factors  affecting  the 
intersection  set.   An  obvious  conclusion  from  this  sequence  of 
interrelationships  is  the  necessity  of  a  continual  monitoring  of 
the  regulative  set. 
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On  =  f(e,  s,  p,  x)  OnL  =  On(t+l) 

See  text  for  explanation  of  symbols. 


FIGURE  1:   A  schematic  of  the  banking  regulative  syste:j 
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The  purpose  of  this  thesis  is  to  take  these  generalizations 
and  to  examine  them  within  the  framework  of  the  banking  industry  in 
the  state  of  Florida.   In  term.s  of  the  system's  schematic  (see  Figure  1)  , 
what  is  desired  is  to  activate  the  control  element  through  an 
examination  and  analysis  of  the  feedback.   Such  an  ei'iamination  will 
certainly  require  an  identification  of  the  optimal  output-input 
set,  0--;  the  existing  output-input  set,  OpL'  ^^^    ^^'    '^'=terTr;inants , 
e,  s,  p;  the  degree  of  divergence  between  0"  and  O-iL!  -"^^  £="-d  the 
current  regulative  set,  r.   The  results  of  such  an  ^udit  for  Flcridd 
should  be  an  evaluation  of  the  existing  regulative  ?et  as  re  how 
efficiently  it  is  accomplishing  its  equilibrating  iiast;. 

This  study  will  be  centered  on  those  members  of  the  regulative 

2 
set  V7hich  directly  affect  bank  structure.    While  a  cor.p  J.ete  audit 

may  be  desirable,  concentration  on  a  limited  number  c;  ir.err.cers  will 

allow  a  clearer  identification  of  the  output-input/regulaticn 

relationship.   Further,  those  members  of  the  regulacive  set  which 

affect  bank  structure  directly  are  controllable  at  the  state  level 

as  opposed  to  national  control  of  miost  other  members.   Thus  any 

need  for  change  in  regulation  that  may  be  suggested  by  this  study 

could  be  enacted  by  the  Florida  Legislature.   The  basic  question  to 

be  examined  is  the  appropriateness  of  Florida  bank  structure  as 

prescribed  by  the  existing  regulative  set.   The  hj^pothesis  to  be 

considered  is  that  the  existing  regulative  set  as  embodied  in  current 

structural  regulations  is  doing aless  than  optimal  job  of  equilibrating 

OnL  ^"d  O'K 
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A  Model  of  the  Optimal  Structure 

The  first  task  which  must  be  accomplished  is  an  identification 
of  0-'  or  the  characteristics  to  be  associated  with  the  set  of  optimal 
output  and/or  input.   These  characteristics  should  be  rather  general 
in  nature  so  that  they  may  be  used  as  a  standard  in  a   variety  of 
specific  situations  v/nere  the  underlying  circumstances  or  environ- 
ment differ.   Hov/ever,  these  characteristics  must  also  be  translatable 
into  specific  terms  in  order  to  determine  to  what  e::i.ent  an  optimuir- 
actual  divergence  is  a  function  of  an  inappropriaue  regulative  set. 

From  the  relationships  previously  established,  it  follows 
that  the  set  of  characteristics  consistent  with  (p-    >.ill  also  be 
consistent  with  the  optinal  structure,  S*.   Therefcri,  to  define  th€^- 
set  of  desiderata  associated  with  che  optimal  bani;  frrucrure  is  to 
define  the  industry  characteristics  associated  wich  the  ri?timal 
output/input  set,  ceteris  paribus . 

There  is,  in  the  literature,  a  paucity  of  clearlv  documented 
conclusions  regarding  the  nature  of  the  optimal  banK  structure. 


However,  most  serious  writers  on  the  topic  have  ha 
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this  problem  at  some  point  in  their  exposition. 

In  1911,  Eckardt  suggested  that  the  optimal  banking  structure 
was  the  one  which  dealt  most  efficiently  with  "the  security  of 
deposits,  the  prevention  of  panics,  and  the  provision  of  elastic 
currency. "^ 

In  response  to  the  economic,  social,  and  political  conditions 
of  the  1920s,  Southworth  concluded  that  the  desired  bank  structure 
would  be  the  one  which  met  the  "evils  of  the  existing  system,  i.e., 
frequent  bank  failures  and  economic  inefficiency  within  the  banks .  "'^ 


16 


Several  years  later,  Beckhart  suggested  that  to  function  well, 

financial  institutions  had  to  meet  certain  structural  criteria: 

They  must  be  able  to  provide  facilities  which  are  adequate 
to  the  grov/ing  needs  and  the  changing  requirements  of  an 
economy.   They  must  be  able  to  withstand  shock  and  to 
sustain  losses. 

In  recent  years.  Congressional  action  in  the  passing  of  the 

Bank  Holding  Company  Act  of  1956  and  the  Bank  Merger  Acts  of  1960 

and  1966  has  suggested  another  set  of  factors  to  be  ^.sscciated  with 

the  optimal  structure.   The  criteria  established  by  these  Acts  for 

evaluating  merger  and  holding  company  applications  are  considered  bv 

some  as  the  structural  characteristics  associated  bv  Zcngress  with 

the  optimal  set  of  output  and/or  input.   The  Bank  Kerger  Act  of  1950 

summarizes  these  criteria  as  follows: 

In  granting  or  vitholding  consent  .  .  .  _,  th=  Comptroller, 
the  Board,  or  the  Corporation,  as  the  case  mav  ;e,  shall 
consider  the  financial  history  and  condition  c:   each  of  the 
banks  involved,  the  adequacy  of  its  capital  structure,  its 
future  earnings  prospects,  the  general  characz^r  of  its 
management,  the  convenience  and  needs  of  the  corrmunity  to 
be  served.  .  .  The  appropriate  agency  shall  also  take  into 
consideration  the  effect  of  the  transaction  on  competition 
(including  any  tendency  toward  monopoly),  and  shall  not 
approve  the  transaction  unless,  after  considering  all  such     , 
factors,  it  finds  the  transaction  to  be  in  the  public  interest." 

Although  the  Bank  Merger  Act  of  1966  shifted  the  emphasis 

somewhat,  the  1960  criteria  are  still  a  fair  measure  of  Congressional 

intent  in  this  area.   These  factors  can  be  further  sorted  and  classed 

rather  neatly  under  three  headings:  "needs  and  convenience  factors," 

"banking  factors,"  and  "competitive  factors."  The  optimal  bank 

structure  would  be  the  one  which  could  be  associated  with  the  optimal 

conditions  in  each  of  these  areas. 
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Of  course,  the  problem  which  arises  in  the  use  of  these 
criteria  is  that  of  defining  the  subset  of  optimal  conditions  in 
each  area.   This  enigma  has  forced  the  regulatory  agencies  to  follow 
an  interpretive  policy  and,  as  might  be  expected,  there  have  been 
differing  opinions  as  to  hoxv  a  proposed  merger  might  affect  optimal ity 
in  the  several  areas  of  concern.   In  fact,  as  Hall  and  Phillips 
suggest,   this  interpretive  requirement  has  led  to  three  different 
philosophies  as  to  the  optimal  bank  structure.   The  Comptroller 
has  viewed  the  optimal  structure  as  one  that  is  "balanced  in  ccmposi- 
tion  with  some  small,  some  medium-sized,  and  some  large  banks.   Tfie 
FDIC  has  taken  the  criteria  of  the  Bank  Merger  Act  ta  -;ean  the 
optimal  structure  is  the  one  with  size  homogeneity  1:.  order  ''to 
strengthen  competition."  The  Federal  Reserve  Board  r:as  interpreted 
the  criteria  to  mean  an  optimal  structure  is  one  \vhich  raaxiruises  "t;;c 
variety  of  banking  services"  offered  to  existing  customers. 

What  is  evidently  needed  is  a  more  precise  dtzinition  of 
the  characteristics  to  be  associated  with  the  opti-al  banking  struccur; 
Such  a  definition  requires  cognizance  of  the  existing  social, 
political,  and  economic  conditions  as  well  as  a  visualization  of 
the  set  of  optimal  output  and/or  input.   The  final  listing  of 
characteristics  will  embody  varying  degrees  of  value  judgments 
depending  on  how  extensively  and/or  analytically  the  total  welfare 
function  is  developed. 

Legislation  enacted  at  the  national  level  is  or  should  be 
indicative  of  the  existing  social,  economic,  and  political  conditions 
and  their  relationship  to  some  desired  ends.   The  regulative  set 
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itself  has  the  previously  mentioned  problem  of  lag  and  thus  has 
limited  value  as  an  indicium.   However,  the  hearings  and/or  preamble 
associated  with  the  laws  do  contain  specific  indicators  of  what  the 
laws  were  intended  to  achieve. 

Thus  banking  legislation  should  indicate  the  optimal  conditions 
which  are  sought  and  a  survey  of  such  laws  and  related  hearings 
should  produce  a  set  of  characteristics  to  be  associated  with  the 
optimal  bank  structure.   Such  a  survey  was  conducted  and,  xrhile  the 
resulting  set  still  represents  a  large  degree  of  ir,^  irpretaticn  and 
a  number  of  value  judgments,  each  member  of  the  seu  ras  Deen  enaors-c;: 

by  Congress,  explicitly  or  implicitly,  as  a  desired  leauure  o£  the 

8 

banking  structure. 

Setting  aside  considerations  derived  from  mc-i^-ary  policy,  iz 

appears  that  the  optimal  banking  structure  should  be  defined  in 

9 
terms  of  at  least  four  desiderata.    First  (not  necessarily  in  order 

of  importance)  the  optimal  banking  structure  shoulc  be  asscciatsc  wit 

maximum  productive  efficiency.   In  other  words  the  incustry  is 

envisioned  as  operating  somewhere  on  its  product  trans forTiation 

curve  and  the  price  of  intermediation  (Pjj-)  (output  price-input 

price)  could  not  be  reduced  by  a  change  in  structure  (Pjf-  )• 

It  ^   It^ 
Second,  the  optimal  bank  structure  should  be  characterized 

by  allocative  neutrality.   There  should  be  nothing  within  the 

structural  framework  itself  which  would  influence  the  pattern  of 

allocation.   Such  neutrality  would  preclude  the  possibility  of 

exploitation  in  either  the  input  or  output  market.   Third,  the 

optimal  bank  structure  would  permit  and  encourage  maximum  responsive- 
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ness  to  changes  in  technology  and/or  consumer  demands.   The 
standard  or  measure  that  would  be  relevant  would  be  the  time-lag 
involved  in  a  response  to  change  and  the  degree  of  innovation 
apparent  within  the  industry.   As  Greenbaum  has  noted,  "maximum 

responsivity  should  be  thought  of  as  a  first  approximation  to  cptim.al 

10 
responsivity,  which  in  fact,  may  be  submaximal."  '  Finally,  tne 

optimal  bank  structure  should  contribute  to  depositor  protection 

11 
against  possible  failure. 

With  this  set  of  characteristics,  we  have  a  Turner  broad-sea  1  = 
standard  against  which  existing  structures  can  be  r^easured .   Or 
course,  what  is  lacking  is  a  meaningful  way  of  ccr.:;ining  theiz   so 
that  situations  which  involve  trade-offs  can  be  e-cluated  and  rank--' 
in  terms  of  their  desirability  relative  to  other  situations. 

One  possible  v/ay  this  could  be  handled  is  by   coliapsiag  the 
several  desiderata  into  a  single  objective  functicT  -,-ith  rne 
necessary  constraints.   Thus,  an  alternative   pcli;;:  goal  that 
encompasses,  to  varying  degrees,  the  general  criteria  previously 

established  is  the  minimization  of  the  price  of  inrsrmediation. 

12 
Within  this  context  the  price  of  intermediation   would  be  the 

difference  between  the  price  placed  on  the  fund  output  of  the  banic 

13 
and  the  price  paid  for  the  fund  input. 

n       m 

k=l      j=l 

0  =  output  Po  =  price  output 

1  =  input  P^  =  price  input 
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Minimization  of  the  price  of  intermediation  coincides  with 
the  definition  of  productive  efficiency  as  previously  established. 
The  optimal  structure  is  that  which  minimizes  the  net  social  cost 
of  intermediation.   Productive  efficiency  is  a  necessity  for  an 
ongoing  firm  where  the  emphasis  is  on  minimizing  the  spread  between 
the  two  market  prices.   Continuing  and/or  profitable  operations 
require  the  firm  to  seek  the  optimal  combination  of  productive 
assets  so  that  the  differential  is  not  totally  diisipated  in  the 
other  costs  of  the  firm. 

Minimization  of  the  price  of  intermediation  i;  basically  the 
raison  d'etre  for  the  allocative  neutrality  critericr..   In  seeking 
a  bank  structure  which  is  neutral  in  the  allocativ^  rrocess  and 
which  avoids  customer  exploitation  in  all  miarkecs.  it  '_s  evident 
the  price  intent  is  minimization  of  the  total  social  ccsi  or  the 
input-output  spread.   It  is  at  this  point,  however,  rhac  one  of  the 
constraints  to  the  objective  function  must  be  introduced.   While 
minimization  generally  assures  lack  of  exploitaticr.  in  the  markets 
served,  it  does  not  assure  participation  in  any  given  market. 
There  may  be  some  markets,  input  or  output,  in  which  society  wants 
service  regardless  of  the  price  effect  on  the  objective  function. 
Therefore,  it  is  necessary  to  specify: 

0^    >    0       (k  =  1,2,3,4, n) 

Ij    >    0       (j  =  1,2,3,4, m) 

where  k  and/or  j  indicate  the  various  markets  or  products  which  the 
banking  industry  services  either  in  pursuit  of  increased  net  income 
or  as  a  result  of  various  forms  of  subtle  social  persuasion. 


21 

The  desideratum  of  responsivity  to  technological  and  demand- 
oriented  change  is  also  includable  in  the  general  objective  of  inter- 
mediation price  minimization.   Response  to  technological  change  is 
certainly  consistent  with  the  objective  function.   In  fact, such 
response  might  well  be  considered  an  aspect  of  productive  efficiency 
and  the  stimulus  for  the  latter  is  therefore  relevant  to  the  former. 
Further,  the  responsivity  that  is  sought  here  is  the  optimal  level 
rather  than  the  maximum  level  which  may  be  iion-contributing  to  the 
minimization  goal. 

Reconciliation  of  demand-oriented  changes  and  -inimisation  of 
the  price  of  intermediation  is  more  difficult.   ;."e-v  ccxancs 
considered  socially  desirable,  vjhich  are  not  met  through  the 
normal  allocative  process, are  generally  the  subject  ~f  so— e  form 
of  direct  or  indirect  regulation.   Where  economic  mvTtivaticn  and  the 
minimization  of  intermediation  price  does  not  ans;:er  .^  demand- 
oriented  change,  then  we  must  again  consider  the  constraint  to  the 
model  previously  suggested  (see  page  20). 

Finally,  it  should  be  recognized  that  the  suggested  objective 
may  not  be  consistent  with  the  safety  of  deposits  criuericn.   In 
fact,  if  minimization  of  the  price  of  intermediation  is  follovved 

to  its  logical  conclusion,  the  spread  between  input  and  output 

15 
prices  would  be  zero.     Bank  failure  would  be  a  probability  and 

deposit  safety  would  deteriorate.   It  would  appear,  therefore,  that 

this  desideratum  would  require  a  constraint  to  the  basic  objective 

function  such  that: 

P,,>   E 
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where  E  equals  that  level  of  earnings  necessary  to  produce  a  rate 
of  return  sufficiently  high  to  minimize  the  probability  of  bank 
failure. 

It  appears,  then,  that  it  is  possible  to  collapse  the  several 
criteria  identified  with  the  optimal  bank  structure  into  a  single 
policy  goal  or  objective  function  subject  to  some  constraints. 
We  take  as  our  objective  minimization  of  the  price  cf  intermediation. 
n       m 


(Plnt)=^      —      (OkPok  -  IjPij) 
^"     k=l     j  =  l  -^ 


Subject  to; 


0;,  >  0 
I^  >  0 

J 

n      ra 

k=i     j=i 


(Oj,Pok 


One  additional  point  that  should  be  observed  m  rhis  model  ii 
that  the  oft-noted  conflict  between  technological  efficiency  and 
allocative  neutrality  has  been  ignored  in  favor  of  concentration 
on  market  prices.   Theory  would  generally  suggest  that  the  minimizi 
tion  sought  would  be  most  consistent  with  pure  competition  in  both 
markets,  subject  to  the  constraint  of  deposit  safety.   The  model 
attempts  to  avoid  the  trade-off  question  by  accepting  that  banking 

structure  which  optimizes  the  objective  function  regardless  of  the 

16 
ensuing  market  structure. 

In  summary,  this  chapter  has  suggested  the  relationships 

betvjeen  the  optimal  set  of  output/input,  the  extant  set  of 
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output/input,  and  the  regulative  set.   Using  the  optimal  bank 
structure  as  a  surrogate  variable,  a  set  of  associated  character- 
istics of  the  industry  was  developed.   It  was  then  suggested  how 
these  criteria  might  be  collapsed  into  a  single  measure  to  permit 
analysis  and  measurement  of  existing  output/input,  structure,  and 
regulations  in  a  relatively  straightforward  manner.   The  criteria 
and  resulting  model  will  be  used  as  benchmarks  cr  ceneral  goals. 
They  provide  a  fraraexjork  for  policy  action  and  their  usefulness  is 
not  contingent  upon  attainment.   Their  purpose  is  i ::  indicate  the 
direction  policy  should  move  in  order  to  increase  ;:;e  members  of 
the  intersection  set  0"  f\   0    . 
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7.  G.R.  Hall  and  C,F.  Phillips,  Bank  Mergers  and  -h£  Regulatory  -^.^-^-r-ii 
(Washington:  U.S.  Board  of  Governors  of  the  Federal  Reserve  System.  :--o-] 

8.  A  number  of  laws  and/or  acts  were  perused  in  mis  process.   Among 
the  more  important  were:  the  McFadden  Act  of  1927,  the  Banking  Act  cf 
1933,  the  Bank  Holding  Company  Act  of  1956,  the  Bank  Ilerger  Act  of  19cO, 
and  the  Bank  Merger  Act  of  1966.   The  compilation  process  included 
elimination  and/or  combination  of  redundant  objectives  as  well  as  a  cast: 
out  of  those  which  have  been  superseded. 

9.  For  a  similar  formulation  see:   S.I,  Greenbaum,  ''Competition  and 
Efficiency  in  the  Banking  System-Empirical  Research  and  its  Polic^/ 
Implications , "  The  Journal  of  Political  Economy,  Vol.  75,  No.  4 

Part  II  (August,  1967),   pp.  461-478. 

10.  Ibid.,  p.  462. 

11.  Some  vjould  argue  that  this  factor  should  not  be  included  among  the 
desiderata.   They  contend  that  deposit  protection  has  been  provided  for 
through  deposti  insurance  and  the  Federal  Reserve's  willingness  to 
function  as  lender  of  the  last  resort.   This  view  holds  that  deposit  pro- 
tectionis,  therefore,  not  a  function  of  alternative  bank  structure. 

The  point  of  view  here  is  that  while  it  is  certainly  true  that 
deposit  insurance  has  provided  a  high  degree  of  deposit  protection, 
there  are  several  other  members  of  the  regulative  set,  i.e.,  entry 
control,  asset  control,  liability  control,  whose  purpose  is  deposit 
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protection.   Many  of  these  latter  regulations  impede  the  realization 
of  other  desiderata.   If  the  optimal  bank  structure  can 
contribute  to  deposit  protection  with  little  or  no  trade-off  of  the 
other  desired  factors,  then  it  is  possible  some  of  the  aforementioned 
"deposit-protection"  regulations  may  be  relaxed.   This  might  permit 
such  things  as  variable  insurance  rates  or  a  relaxation  of  asset 
control,  and  the  resulting  output/input  might  draw  closer  to  optimal 
as  some  of  the  required  trade-offs  are  resolved. 

12.  Mote  suggests  an  alternative  policy  of  output  maximization. 
However,  this  policy  has  particular  problems  dealing  with  the 
responsivity  criteria  and  virtually  ignores  the  input  m.arket.   See: 
L.R.  Mote,  "A  Conceptual  Optimal  Banking  Structure  for  the  United 
States,"  Proceedings  of  a  Conference  on  Bank  Structure  and  Conperirjcn, 
Federal  Reserve  Bank  of  Chicago,  1969,  p.  25. 

13.  The  input  price  is  seen  as  the  price  paid,  directly  or  indirectly, 
in  the  market  place  for  the  funds  or  "raw  material''  of  the  bank. 

It  does  not  include  the  costs  of  land,  labor,  and  caoital  used  in 
the  productive  process. 

14.  This  interpretation  appears  to  be  consistent  'viEh  Shull's 
idea  of  banks  as  multiple-product  price-discriminating  firms. 
Banks  are  still  envisioned  as  entering  a  variety  -f  -f.rksts  in  a 
sequence    approximating  relative  prof itabilit-/.   Hcvever,  it  is 
suggested  that  some  market  entry  is  by  regulation  racher  than 
economic  motivation.   For  Shull's  approach  see  £,  '"h-;.il.  "Co— ir.erc  iai 
Banks  as  Multiple-Product  Price-Discriminating  Fir-:3 /'  iSanking 

and  Monetary  Studies,  edited  by  Deane  Carson  (Ko~eT;crd,  IlL:   R.D. 
Irwin,  Inc.,  1963),  pp.  351-368. 

15.  Such  a  situation  would  be  similar  to  the  extreme  case  suggested 
by  Gurley  and  Shaw.   Under  such  conditions,  financial  inrermediariss 
would  cease  to  exist,  and  the  savings-investment  process  v70uld 
proceed  without  intermediation.   "Balanced  budgets''  would  prevail 

or  the  surplus  and  deficit  units  would  coincide  in  their  needs  and 
the  need  for  transformation  would  be  eliminated.   See  John  G.  Gurley 
and  Edward  S.  Shaw, "Financial  Intermediaries  and  the  Savings- 
Investment  Process,"  The  Journal  of  Finance,  Vol.  XI.  No.  2 
(May,  1956),  pp.  257-258. 

16.  If  society  has  an  objective,  avoidance  of  market  pov.'er,  regard- 
less of  resulting  price  patterns,  we  might  classif}'  this  as  part  of 

bank  output,  Oj^,  to  which  we  can  assign  a  price,  PqJ,,  and  thereby  include 

in  the  minimization  objective. 
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CHAPTER  III 
FLORIDA  BANKING:  THE  CHAXGING  ENVIRONMENT 

Application  of  the  theoretical  framework  to  a  particular 
regulatory  situation  requires  the  development  of  a  set  of  soecific 
information.   In  investigating  Florida  banking  as  a  particular 
regulatory  situation,  it  is  evident  that  the  current  trivironment  ah 
well  as  the  past  development  must  be  made  explicit.   I-.'ithin  the 
general  desiderata,  there  are  local  environmental  ir.iluences  which 
bear  on  the  optimality  of  Florida  bank  structure.   r.;rzher,  the  pat 
of  evolvement  of  Florida  banking  may  reveal  the  ra-icr.aL-a  for  the 
existing  regulative  set.   The  present  task,  then,  tz    zc   crace  the 
historical  development  of  Florida  banking  and  tc  establish  the  env: 
ment  to  which  Florida  banking  must  be  responsive. 
History  of  Banking  in  Florida 

From  the  discovery  of  Florida  in  1513  to  the  OT-ening  of  the 
Bank  of  Florida  at  Tallahassee  in  1828,  financial  activities  were 
performed  by  trading  houses  and  private  firms.   During  this  period 
of  "changing  flags,"  Panton,  Leslie,  and  Company  (later  known  as 
John  Forbes  and  Company)  was  the  dominant  firm  which  filled  what 
little  need  there  was  for  the  banking  function.   The  Company 
served  as  "banker  and  factor  to  the  resident  planters  and  farmers 
with  loans  and  credit  for  the  purchase  of  slaves  and  promotion  of 
agriculture."   The  scarcity  of  population  and  the  agrarian  nature 
of  the  economy  demanded  little  more. 

26 
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As  the  population  increased   during  the  Territorial  Period 

3 
(1828-1850),  the  Legislative  Council  chartered  a  number  of  banks. 

4 
Only  three   of  these  were  of  any  major  importance  and  were  endowed 

with  tlie  public  credit  through  the  issuance  of  "faith  bonds"  which 

were  later  repudiated.   Each  of  these  banks  was  authorized  to  establi:3h 

branches.   There  is  little  doubt  that  these  territorial  banks  made 

significant  contributions  to  the  development  of  the  state.   In 

the  almost  total  absence  of  capital,  it  was  their  lo;ns  that  aLlowec 

many  planters  to  get  land  into  production.   However.,  iheir  capital 

limitations  as  well  as  internal  mismanagement  led  t-;  .=r.  evenr.ual 

universal  failure  in  1843.   The  banking  experience  : J  tnis  period 

resulted  in  the  inclusion  of  stringent  bank  regulat icr.s'  ir  z'ae   firc" 

state  constitution  (1830). 

These  restrictive  provisions  drove  public  ba-'i'ing  fro:?.  Florica 
until  1855.   During  this  period  banking  activities  i'ere  carried  on 
by  agents  of  New  York,  Charleston,  and  Savannah  bar.rcs.   Kcwever ,  a 
renev7ed  desire  for  local  banking  arose  and  in  1853  the  state's  first 
general  banking  law  was  enacted.   Among  its  many  stipulations  were 
included  provisions  that  note  issuance  V7as  restricted  to  those 
obtained  from  the  state  in  exchange  for  U.S.  or  state  bonds  and 
branches  or  agencies  were  to  be  allowed.   Although  this  law  mitigated 
many  of  the  harsher  features  of  the  constitutional  provisions,  public 
banking  was  slow  in  developing  and  at  the  time  Florida  seceded  from, 
the  United  States  in  1861,  there  were  only  three  banks  in  operation. 

Florida's  participation  in  the  Civil  War  ^^7as  disastrous  to  the 
economy  of  the  state  and  the  unsettled  conditions  of  the  Reconstruction 
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Period  were  not  conducive  to  economic  rehabilitation.   Business  was 
Virtually  at  a  standstill  and  there  was  little  need  for  bank  services. 
The  only  banking  institutions  present  during  this  period  were  private 
banks  representing  out-of-state  interests. 

The  first  national  bank  in  Florida  was  opened  in  1874.   As 
economic  conditions  flourished,  bank  numbers  increased  so  that  by 
1889  there  were  forty-five  banks   in  operation.   A  new  general 
banking  law  for  the  state  had  been  passed  in  1868  and  its  severity 
continued  to  reflect  the  statewide  reaction  against  and  distrust  or 
the  banking  business.   So  restrictive  were  the  previsions  of  this 
law,  only  one  bank  (Key  v:est)  among  those  operating  in  18S9  had 
been  able  to  acquire  a  state  charter. 

The  apparent  slow  development  of  state  bankin.:  --as  attributaD^e  , 
at  least  in  part,  to  the  harshness  of  the  law.   Ho-.-cvsr,  in  1889,  tr.e 
legislature  passed  a  bill  which  liberalized  the  pro-.-i;icns  consiceraDl-- 
Private  banks  were  discouraged,  capital  requirement;  were  lowered, 
and  branch  banking  was  again  authorized.   The  passage  of  this  law- 
marked  a  new  era  in  the  history  of  banking  in  Florida.   The  industry 
enjoyed  a  period  of  uninterrupted  growth  so  that  by  1925  there  were 
some  fifty-nine  national  banks  and  271  state  banks. 

In  1913,  at  the  urging  of  the  State  Comptroller,  who  felt 
the  existing  statute  was  misleading,  the  banking  laws  were  amended 
so  that  banks  were  restricted  to  a  single  place  of  business  and  branch 
banking  was  forbidden.   This  provision  has  been  carried  over  into 
present  law,  but  at  the  time  of  passage  it  was  of  little  consequence 
for   "only  fifteen  branches  had  ever  been  established  and  of  these 
only  eight  were  in  operation  in  1913." 
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The  deflation  of  1926  signalled  the  downturn  of  the  state's 
economy  that  was  followed  without  respite  by  the  national  depression 
of  1929-1933.   This  period  of  almost  a  decade  of  economic  stringencies 
took  its  toll  on  Florida's  banking  industry.   The  number  of  banks 
decreased  from  336  with  resources  of  $943  million  in  1925  co  1^3 
with  resources  of  $212  million  in  1933. 

It  V7as  during  this  time, and  somewhat  in  responsa  tc  the  proble-.s 
of  the  period,  that  group  banking  emerged  in  Florida.   While  the  iawc 
stipulated  one  place  of  business  per  bank,  nothing  i.::s  saic  regard- 
ing the  control  of  more  that  one  bank  by  a  single  rii—  anci/or  persoxi. 
The  group  movement  gained  impetus  from  the  reccgni -:  ;r.  that  control 
of  several  banking  units  might  furnish  needed  flexibility  ir  times 
of  financial  crisis. 

Federal  banking  legislation  enacted  in  1933  i-r.-  1935  proviaec 
sweeping  changes  in  national  regulation.   Among  otlier  basic  cnanges 
was  the  provision  that  national  banks  with  capital  cr  5500,000  or 
more  might  engage  in  statevjide  branch  activity  in  stares  Dermitting 
such  operations  or  as  permitted  by  state  law.   Flcrica  laws  were 
revised  in  accordance  with  the  national  legislation  except  that 
branch  banking  was  not  allowed. 

This  was  the  last  major  regulatory  change  at  the  state  level 
and  while  Florida  and  Florida  banking  have  grov/n  and  changed  extensively 
since  that  date,  the  regulatory  set  has  remained  constant.   Thus, 
the  basic  legislation  shaping  the  structure  of  Florida  banking  is 
at  least  30  years  old  and, in  some  respects,  even  older.   It  is  evident 
that  the  regulatory  features  of  Florida  banking  have  been  heavily 
influenced  by  the  traumatic  experience  of  the  Depression.    This 
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TABLE  1 

DEVELOPMENT  OF  FLORIDA  BANKING  AND 
ITS  CHANGING  STRUCTURE 
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Dates 


Dominant  Banking 
Institutions 


Regulative 
Atmosphere 


Structural 
Regulation 


1413-1828 
1828-1843 

1843-1853 

1853-1861 

1861-1868 
1868-1889 

1889-1923 
1925-1933 

1933-1970 


Forbes  &  Co. 

Territorial 
Banks 

Out-of-state 
Bank  Agents 
(N.Y. ,S.C.,Ga.) 

State  Banks 


Out-of-state 
Bank  Agents 

National  and 
Private  Banks 


State  and 
National  Banks 

State  and 
National  Banks; 
Group  Banks 
Developing 

State  and 
National  Banks: 
Group  Banks 
(1967-1970) 


None 
Liberal 


Harsh -New 

State 

Constitution 

Some  Liberal- 
ization; Gene; 
Banking  Laws 


Harsh- 

Difficult 

Chartering 

Liberalized 


More  Stringent 


Little  Change 


Unspecified 


srancnmg 


Unsceci  f ied 


jcified 


branching; 
■nit  (1913) 
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iTTunediate  legacy  is  reinforced  by  the  older  heritage  of  the  uni- 
versal failure  of  "territorial  banks".   The  reaction  to  these  events 
has  been  heavily  imprinted,  not  only  in  the  laxv,  but  also  in  the 
people. 

Our  historical  survey  stops  at  this  point  for  the  regulatory 
aspects  of  Florida  banking,  particularly  as  applied  to  bank  structure 
have  been  somewhat  static  over  the  last  fifty  years.   On  the  other  h-: 
Florida  has  experienced  extensive  demographic  and  eccnorr.ic  changes 
during  this  period.   The  environment  in  which  Florida  ranks  operate 
today  and  the  financial  needs  to  which  they  m.ust  respond  are  so 
radically  different  from  those  of  1913  and/or  1930;  rl.at  a  "rirculatrr- 
audit"  appears  imperative. 

Current  Environm.ent 

While  the  intent  of  national  banking  legislacicn  may  be  used  a,^ 
a  surrogate  variable  for  the  existing  social,  econo-_^.  and  political 
factors  affecting  the  set  of  optimal  output  and/or  ir.Dut ,  the  local- 
ization of  banking  regulation  requires  a  more  intensive  lock  at  the 
local  environment  to  determine  the  population  of  the  intersection 
set.   Banking  regulation  permits  structural  specification  at  the 
state  level  and  full  knowledge  of  the  coincidence  between  the 
optimal  and  actual  set  of  banking  input  and/or  output  in  Florida 
requires  some  knowledge  of  the  specific  environmient  to  which  Florida 
banking  should  be  responsive. 

One  of  the  dominant  characteristics  of  the  Florida  environment 
is  the  rapidly  changing  demography.   In  fact,  one  of  the  keys  to 
the  scope  of  the  problems  faced  by  the  banking  industry  in  Florida 
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lies  in  the  rate  of  population  growth  since  1900.   Reference  to  the 
census  tables  reveals  that  Florida  has  moved  from  a  state  with  just 
over  a  half -million  residents  and  thirty-third  in  population  size  in 
1900  to  over  six  million  residents  and  ninth  in  size  in  1970.   Florida 
led  the  nation  in  rate  of  growth  from  1950  to  1960  ^.;ith  an  increase 
of  78.7  percent.   Since  1960,  the  state's  population  has  increased 
by  more  than  one  million  at  an  annual  average  rate  cf  3.7  percent, 
exceeded  only  by  Nevada  (7. 1970). 

It  is  significant  to  note  that  this  population  increase  exhibits 
characteristics  consistent  x^rith  an  area  of  continuini;  grcv/tn.   A 
state's  population  may  increase  by  migration  and/cv   'zy    the  natural 
gains  of  its  residents.   Rapidly  grov/ing  states  car.  icr.ieve  their 
high  rates  only  by  adding  large  net  migration  gains  zz    their  natural 
increase.   It  is  this  pattern  that  Florida  has  recencLy  followed, 
as  the  census  figures  show  that  of  the  942,000  perscrii  gained  from 
1960  to  1966,  61  percent  resulted  from  migration  and  39  percent  froirt 
natural  increase.   This  is  in  contrast  to  the  period  1910-1919, 
when  some  53  percent  of  the  total  population  change  of  215,300  was 
a  result  of  natural  increase. 

Another  view  of  Florida's  demographic  changes  reveals  a 
continuing  urbanization  as  the  percent  of  total  population  living 
in  urban  areas  has  increased  from  29  percent  in  1910  to  76  percent 
in  1970  (Table  3).   The  specifics  behind  this  pattern  are  particularly 
relevant  to  the  structure  of  the  banking  industry.   The  discernible 
growth  pattern  followed  is  not  the  pattern  of  other  states  where 
commerce  and  industry  were  the  causes  of  such  concentration.   Florida 
urbanization  is  primarily  residential  with  industry  and  commerce 
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TEN  LARGEST  STATES, 
POPULATION  AND  BANK  STRUCTURE, 


1970 


State 


California 

New  York 

Pennsylvania 

Texas 

Illinois 

Ohio 

Michigan 

New  Jersey 

Florida 

Massachusetts 


Population 


19,953,134 

18,190,740 

11,793,909 

11,196,730 

11,113,976 

10,652,017 

8,875,083 

7,168,164 

6,789,443 

5,689,170 


Bank  S: 


Branching 
Limitei  Erar 

Unit 
Unit 

Limited  Brar 

Unit 


Source:   U.S.  Census  of  the  Population:  19/0. 


TABLE  3 

POPULATION  AND  URBANIZATION,  FLORIDA, 
1900-1970 


Year 

Population 

Percent 

Persons  in  Places 

Percent 

Increase 

of  2,500  or 

More 

of  Total 
Population 

1900 

528,742 

132,185 

25 

1910 

752,619 

42.4 

224,077 

29 

1920 

968,470 

28.7 

353,315 

36 

1930 

1,468,211 

51.6 

759,778 

51 

1940 

1,897,714 

29.2 

1,045,791 

55 

1950 

2,771,305 

46.1 

1,566,788 

56 

1960 

4,951,560 

78.7 

3,666,383 

73 

1970 

6,789,443 

37.1 

4,900,000(est.) 

76 

Sources:   U.S.  Census 

of  the  Pop 

ulation:  1960 

Statistical  Abstract 

of  the  United  States: 

1970;  U.S.  Census  of 

Population:  1970 
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a  secondary  role.   The  latter  have  followed  population  rather  than 

the  traditional  sequence.   Further,  Florida  has  reached  the  upper 

9 
ranks  of  urban  states   without  the  aid  of  large  cities  and  with 

the  seven  largest  (over  100,000  in  population)  comprising  less  than 

10 

13  percent  of  the  state's  total  population.  Statistical  investiga- 
tion reveals  that  these  distinctive  characteristics  are  the  resuitast 
of  two  facts. 

1)  Most  of  Florida's  cities  are  of  relatively  ;n:all  size, 
that  is,  in  the  size  range  of  2,500  to  75,000  population; 

2)  A  high  proportion  of  the  urban  population  lives  in  "suburD-i,' 
that  is,  adjacent  to,  but  outside,  the  corporate  li-ii?  of  a  large 
city.   Florida  actually  has  a  higher  proportion  (55  ;ercent:}  of 
population  living  in  these  urban  fringe  areas  than  ccas  New  York. 

The  relatively  dispersed  nature  of  the  state's  population 
is  further  emphasized  vjhen  we  examine  the  figures  fcr  Siancard 

Metropolitan  Statistical  Areas.   In  1970,  Florida's  mcst  populous 

11 
SMSA,  Miami,    was  twenty-sixth  in  size  in  the  United  States.   Several 

states,  with  smaller  total  populations,  had  metropolitan  areas  which 

ranked  higher  due  to  greater  population  concentration. 

In  summary,  we  see  that  population  growth  in  Florida  displays 
unique  characteristics  to  which  the  banking  industry  m.ust  be  responsive. 
The  rapidity  of  growth,  its  migratory  nature,  and  the  evolving 
urban  pattern  are  all  post-1913  characteristics  which  put  special 
demands  on  the  banking  structure. 

Florida's  economic  structure  has  also  undergone  a  major 

evolution  during  the  last  sixty  years.   In  Rostow's  terms  it  would 

12 
appear  that  Florida  was  largely  a  "traditional  society"   up  until 
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the  early  1900s.   In  its  economic  and  social  dimensions  it  was 
largely  an  extension  of  the  "Old  South".   Even  the  basic  industry, 
agriculture,  lagged  behind  the  nation  in  the  application  of  science 
and  technology.   Florida  had  fev;,  and  inadequate,  railroads  in  a 
period  when  railroads  were  perhaps  the  single  most  important  factor 
in  the  economic  expansion  of  the  country.   Florida  lacked  public 
utilities,  roads,  harbors,  and  even  local  industries  zc   supply  local 
needs . 

The  period,  1900-1960,  can  be  seen  as  stages  rvo  and  three  of 
Rostow's  stages  of  economic  growth.   The  pre-condi Li_:s  for  take-off 
began  to  develop,  "not  endogenously,  but  from,  the  a.i'/anced  society."'" 
The  climatic  appeal  of  Florida  increased  imjnigratio::  raridlv  i-a    the 
early  1900 's  and  the  idea  spread  that  economic  prc2re,-;s  was  not  only 
possible  but  necessary  for  the  general  vzelfare  of  ti.e  ;taLe.   The 
latter  part  of  this  period  saw  the  old  blocks  and  resistances  to 
steady  growth  overcome  as  immigration  continued  to  grow  rapidly.   Ihi: 
"take-off  stage"  was  characterized  by  a  relatively  narrow  econoniic 
complex,  focusing  primarily  on  agriculture  and  the  tourist  trade. 
The  momentum  of  this  period  allovied  the  state  to  open  its  "drive  to 
maturity"  in  the  1960s. 

The  economy  of  Florida  today  bears  little  resemblance  to  the 

"traditional  society"  of  the  early  1900  s.-   The  economy  has  broadened 

its  focus  of  the  take-off  period  and  has  extended  its  range  into 

more  refined  and  more  complex  processes.   Maturity  is  demonstrated 

in  an  economy,  according  to  Rostow, 

When  it  shov/s  the  capacity  to  move  beyond  original  indus- 
tries which  powered  its  take-off  and  to  absorb  and  apply 
efficiently  over  a  wide  range  of  resources  the  most  ad- 
vanced fruits  of  modern  technology. 


Sa^^^-^JJ^KSi-^-W» .-  .,-„--T- 


36 


It  appears  that  Florida  has  entered  such  a  stage.   The  economic 
base  has  broadened  considerably  and  the  structural  framework  now 
encompasses  a  multitude  of  endeavors.   Growth  has  been  experienced 
from  the  application  of  the  latest  technological  advances  in  elec- 
tronics and  rocketry  and  the  dominance  of  agriculture  and  tourism 
has  receded.   The  major  economic  sectors  of  Florida  are  now  vjhole- 
sale  and  retail  trade,  service  trades,  manufacturing  and  government 
payments . 

In  examining  this  base,  employment  data  are  arr^cng  the  best 
indicators  of  the  relative  importance  and  size  of  the  different 
sectors.   By  using  percentage  distribution,  we  can  na.-:s  direct 
comparisons  with  the  United  States  as  a  whole. 

TABLE  4 

PERCENTAGE  OF  TOTAL  EMPLOYED  WOPvKERS  BY  MAJOR  IICJZTRY 
GROUP  IN  FLORIDA  AND  THE  UNITED  STATES,  MARCH,  1-66 


Industry Florida Urired  States 

Total  Employed  2,058,280          70,631,000 

Agriculture  6.0  5.2 

Mining  0.4  l.C 

Construction  6.8  4.6 

Manufacturing  14.9  27.4 
Transportation,  Communications 

and  Public  Utilitities  6,6  6.1 

Trade,  Wholesale,  and  Retail  24.7  19.4 
Finance,  Insurance,  and 

Real  Estate  5.4  4.3 

Services  16.9  14.6 

Government  18.1  17.3 

Source:   Florida  Statistical  Abstract,  1969;  Statistical  Abstract 
of  the  United  States,  1968. 

It  is  apparent  that  Florida  employment  distribution  differs 

markedly  from  that  of  the  rest  of  the  country  (Table  4).   In  Florida, 

construction,  trade,  and  services  are  significantly  larger  sources 
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of  employment  than  nationally-  v.'hereas  the  proportion  em.ployed  in 

manufacturing  is  about  one  half  the  national   figure.   The  total 

employment  in  these  four  industry  groups  accounts  for  m.ore  than 

75  percent  of  all  employment  in  Florida.   The  1910  figures  for  Florida, 

while  not  directly  comparable  because  of  changes  in  sector  classitica- 

tions,  do  show  some  wide  differences.   Agriculture  predominated  at 

that  time  with  a  claim  on  43  percent  of  the  work  force  while  trade 

16 
and  transportation  together  used  only  15  percent. 

Another  useful  approach  in  examining  the  ecc~c-ic  fatric  of 
a  state  is  to  consider  income  in  terms  of  its  sources  -and  tne 
state's  per  capita  position.   Again,  a  quick  com--£--i;on  snows 
there  are  significant  departures  between  Florida  a:.:.  ;he  United 
States  in  percentage  distribution.   As  in  em.plo}— ev-- ,  Florida  shows 
a  greater  fraction  derived  from  construction,  finance,   trace, 
services,  and  government  than  nationally.   Conversely,  the  percen- 
tage attributable  to  manufacturing  is  less  than  half  chat  or  the 
nation  (Table  5) . 

The  emerging  structural  pattern  is  reaffirmed  when  we  note  the 
distribution  of  income  according  to  type  (Table  &) .   In  Florida, 
the  portion  taking  the  form  of  wages  and  salaries  is  less  than  in 
the  nation.   On  the  other  hand,  property  income  and  transfer  pay- 
ments are  both  a  larger  fraction  of  the  whole  in  Florida. 

One  additional  dimension  of  the  economic  structure  is  per 
capita  income.   Florida  has  consistently  had  per  capita  income  that 
is  below  the  nation's  average.   While  there  has  been  an  improvement 
since  1920,  the  state's  economic  growth  in  the  last  fifteen  years 
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TABLE  5 

PERCENTAGE  DISTRIBUTION  OF  PERSONAL  INCOME  - 
WAGE  AND  SALARY  DISBURSEXEXTS  -  BY  MAJOR  SOURCES, 
FLORIDA  AND  UNITED  STATES,  1968 


Industry 


Total  (millions) 

Farming 

Mining 

Construction 

Manufacturing 

Trade,  Wholesale,  and  Retail 

Finance,  Insurance, and 

Real  Estate 
Transportation 
Communication  and  Utilities 
Services 
Federal  Government 

(Civilian  and  Military) 
State  and  Local  Government 
Others 


Florida 


S 12. 107 

1.5  7o 

0.5 

7.5 

16.9 

20.1 


10 


12.9 
0.4 


Jnited  States 


b  460,727 


Source:   Statistical  Abstract  of  the  United  St^ 


318, 


TABLE  6 

percent:age  distribl-tion  of  personal  income, 

BY  CLASS,  FLORIDA  AND  THE  UNITED  STATES,  1968 


Net  Wages  Other  Labor   Proprietor's   Property  Transrer 
&  Salaries     Income       Income       Income    Payraents 


Florida       61.7 
United  States  67 .4 


2.7 

3.5 


9.5 
9.3 


17.7 

14.4 


11.3 
8.6 


Source:   Statistical  Abstract  of  the  United  States,  1970,  p.  318. 
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has  not  been  sufficient  to  close  the  gap.   It  is  apparent  that  mere 
growth,  whether  in  numbers  of  people  or  in  employment,  cannot  be 
equated  with  economic  developm.ent ,  a  basic  measure  of  which  is  the 
level  of  income  reached.   Florida's  rapid  advance  in  population 

(ninth  in  the  nation)  has  not  been  accompanied  by  a  like  growth  in 

17 
per  capita  income  (tV7enty-eighth  in  the  nation). 

TABLE  7 

PERSONAL  INCOME  PER  CAPITA, 

FLORIDA  AND  THE  UNITED  STATES, 

SELECTED  YEARS,  1950-1969 


Year  Florida        United  States      r _orica  as  a 

'^  .:::  U.S. 


1950 
1955 
1960 
1965 
1966 
1969 


$1281 

S1496 

1621 

1876 

1954 

2215 

2438 

2760 

2614 

2963 

3427 

3680 

B7 


Source:  Statistical  Abstract  of  the  United  Stater,  1?70,  p.  320 
The  broad  sweep  of  aggregate  emplojnnent  and  inccme  figures 
tends  to  obscure  industry  composition.  The  dominance  of  certain 
industries  in  Florida's  economic  structure  compels  us  to  examine 
their  make-up  more  closely. 
Manufacturing 

The  Census  of  Manufacturers  showed  that  Florida  had  some  7,500 
manufacturing  establishments  in  existence  in  1966.   Since  1958  the 
num.ber  of  establishments  had  increased  17  percent  vjhile  payrolls 
and  value  added  by  manufacture  had  more  than  doubled,  increasing 
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109.9  percent  and  108.3  percent  respectively.   Although  this  rapid 
rate  of  growth  is  impressive,  manufacturing  continues  to  trail 

trade,  government,  and  services  in  the  generation  of  personal 

18 
income  and/or  employment  in  the  state. 

The  increasing  significance  of  the  manufacturing  sector  has 

been  accompanied  by  a  marked  change  in  the  makeup  el  the  precciuinant 

industries.   The  Census  of  Manufacturers  of  1914  reveals  that  some 

60  percent  of  total  wage  earners  employed  in  manu:;  a  enuring  worked 

in  lumber  and  timber  (28.3%),  tobacco  and  cigars  ilb.b%),    ana 

turpentine-rosin  (15.8%).   These  industries  plus  s-ir'-fcuilding- 

steel  accounted  for  almost  70  percent  of  value  aocec. 

Today,  the  three  groups  of  manufacturers  fore-.:£t  in  Florida 
as  measured  by  value  added  by  manufacture  are  foca  crid  kindred  proe- 
cts,  chemicals  and  allied  products,  and  paper  ana  cl^ied  products 
(see  Table  8).   Although  not  among  the  above,  eiec-ricai  machinery 
has  been  the  most  rapidly  growing  category,  experiencing  a  422.2 
percent  increase  in  value  added  and  506.9  percenr  increase  in  pay- 
rolls since  1958.   Over  the  same  period  of  time,  lumber  and  wcoa 
products  and  tobacco  manufacturers  have  experienced  declines  in 
payroll  of  17.9  and  27.8  percent,  respectively. 

Another  significant  change  in  the  characteristics  of  the  manu- 
facturing sector  over  the  last  50  years  has  been  the  average  size 
of  the  firm.   The  average  firm  in  1914  employed  less  than  15 
employees  and  produced  products  valued  at  $32,000.   The  average 

Florida  manufacturer  in  the  1960's  employed  more  than  30  people  and 

19 
added  values  of  over  $350,000  to  the  final  products. 
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TABLE  8 

GENERAL  STATISTICS  OX  MANUFACTURING,  BY 
MAJOR  INDUSTRY  GROUP,  IN  FLORIDA: 
1958  AND  1966 


Industry  Group 


Niraber  of  Establishments 

1958        1966        y.incr. 


All  Industries  Total 
Food  and  Kindred  Products 
Chemical  and  Allied  Products 
Paper  and  Allied  Products 
Printing  and  Publishing 
Electrical  Machinery 
Stone,  Clay,  and  Glass  Products 
Fabricated  Metal  Products 
Transportation  Equipment 
Machinery  Except  Electrical 
Others 


6304 

7406 

17.5 

904 

895 

(-)i.o 

291 

390 

34.0 

86 

112 

30.2 

761 

1016 

33.5 

122 

243 

99.1 

590 

610 

3.4 

540 

687 

0-  9 

292 

394 

3-^.  9 

353 

516 

-6.2 

2365 

2543 

Industry  Group 


Payrolls  ($ 
1958 


1,000, 
1966 


All  Industries  Total 
Food  and  Kindred  Products 
Chemical  and  Allied  Products 
Paper  and  Allied  Products 
Printing  and  Publishing 
Electrical  Machinery 
Stone,  Clay,  and  Glass  Products 
Fabricated  Metal  Products 
Transportation  Equipment 
Machinery  Except  Electrical 
Others  


656 

1444 

10^,9 

130 

191 

^6.6 

65  • 

121 

34.7 

64 

104 

63.2 

58 

99 

68.9 

22 

137 

506.9 

46 

68 

46.6 

58 

106 

82.1 

41 

146 

252.2 

16 

58 

253.5 

151 

408 

170.1 

Industry  Group 


Values  Added  by  Manufacturers  ($1,000,000) 
1958        1966        %incr. 


All  Industires  Total 
Food  and  Kindred  Products 
Chemical  and  Allied  Products 
Paper  and  Allied  Products 
Printing  and  Publishing 
Electrical  Machinery 
Stone,  Clay,  and  Glass  Products 
Fabricated  Metal  Products 
Transportation  Equipment 
Machinery  Except  Electrical 
Others  


1410 

2938 

108.3 

321 

521 

61.9 

233 

403 

72.9 

151 

291 

92.2 

103 

197 

90.2 

37 

218 

482.4 

105 

163 

54.4 

104 

213 

103.4 

56 

209 

270.4 

27 

92 

234.7 

267 

627 

134.3 

Source:   Census  of  Manufacturers,  1958  and  1963:   Florida  Statistical 
Abstract,  1970. 
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Agriculture 

Personal  income  directly  attributable  to  agriculture  has 
diminished  in  importance  since  the  early  1900s  and  now  constitutes 
less  than  5  percent  of  the  state's  total.   However,  it  should  be 
noted  that  the  manufacturing  process  involving  food  and  kindred 
products  is  the  major  manufacturing  category. 

Citrus  is  the  state's  most  valuable  crop.  The  650,000  acres 
of  bearing  groves  comprise  about  71  percent  of  the  nsricn's  citrus 
acreage  and  provide  some  75  percent  of  the  total  prcducticn.   In 

terms  of  value  or  cash  receipts,  citrus  was  by  far  "c:v3  predominant 

20 
comjnodity  in  1970,  returning  $259  million    or  aDci  .o-  percent  ol 

total  agriculture  receipts.   Other  important  comj?.ocir les  include 

tomatoes,  sugarcane  and  livestock. 

The  scale  of  Florida  fanning  is  typically  large  and  has  been 

getting  larger  over  time.   The  average  farm  of  1910  had  105  acres 

and  produced  products  valued  at  $1,000.   The  average  farm  of  the  196Gs 

contained  more  than  590  acres  and  realized  producrs  valued  at  more 

than  $40,000.^^ 

22 
The  average  size  of  a  Class  1  commercial  farm,    which  accounted 

for  more  than  70  percent  of  total  product  value,  was  2,294  acres. 

The  relative  size  of  Florida  farms  is  further  dem.onstrated  by  the 

fact  tha*"  Florida  has  the  fewest  num.ber  of  farms  in  the  Southeast, 

but  its  estimated  average  net  income  per  farm  is  the  highest  in  the 

group. 

Wholesale  and  Retail  Trade 

In  comparison  to  other  major  indistry  groups,  employment  in 

Florida  is  heavily  oriented  to  trade.   Employing  508,300  v/orkers  in 
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1962,    wholesale  and  retail  trade  constituted  the  largest  employ- 
ing industry  group  in  the  state  (25  percent  of  total  employed  workers). 
The  increasing  importance  of  this  sector  can  be  seen  by  comparing 
the  1910  figures  which  show  less  than  10  percent  of  the  total 
employed  workers  in  this  industry. 

The  $10.3  billion  of  sales  reported  for  the  9650  vholesale 
establishments  in  the  1967  Census  of  Business  was  ar;  increase  of 
39  percent  over  1958.   The  average  firm  was  subst;ir.r ialiy  larger 
than  the  wholesaler  of  the  early  1900' s  with  salt;  of  over  S1,000,COC 
per  establishment  as  compared  to  some  $200,000  pe^:    :lrn  in  tne 
1920' s.     Groceries  and  related  products  ranked  ifrsr  born  in 
number  of  establishments  (1945)  and  total  sales  (;-.-  billion). 
Motor  vehicles  and  automotive  equipment  ranked  seccr.d  wnila  machine:"., 
equipment,  and  supplies  vjere  third.   It  should  he-,   ncred  '.hsLZ    there 
is  no  necessary  relationship  between  wholesale  and  retail  sales; 
many  wholesale  sales  are  to  other  than  retailers  and  conversely 
many  large  retailers  by -pass  the  wholesaler. 

In  1968  Florida's  retail  sales  amounted  to  over  ? 12 . 3  billion, 
an  increase  of  some  60  percent  over  the  1963  figure.   The  average 
firm  was  substantially  larger  than  the  retailer  of  the  early  1900's 
with  sales  of  over  $175,000  per  establishment  as  compared  to  $22,000 
per  firm  in  the  1920's.   In  addition,  the  one-store  retailer  accounted 
for  85  percent  of  the  total  firm.s  in  1929  and  70  percent  of  total 
sales.   However,  the  dominance  of  the  one-store  retailer  has  declined 
and  in  1967  he  accounted  for  80  percent  of  all  firms  but  only  54 
percent  of  total  sales.   Of  increasing  importance,  particularly, 
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in  food  and  department  stores,  was  the  large  interstate  chain, 

25 
claiming  some  36  percent  of  total  retail  sales. 

In  1968  the  two  kinds  of  businesses  leading  in  sales  volume 
vjere  food  stores  with  sales  of  over  $2.6  billion  and  automotive 
dealers  with  sales  of  S2.5  billion.   If  the  sales  of  eating  and 
drinking  places  are  added  to  those  of  food  stores,  and  if  the  gaso- 
line service  station  figures  are  included  with  these  cf  the  auto- 
motive group,  the  resulting  figures  together  accour-t  for  v/ell  over 
half  of  all  retail  sales  ($6.9  billion  in  1968). 

The  large  concentration  of  vrorkers  in  the  trEce  area  appears 
to  be  due,  at  least  in  part,  to  the  m.agnitude  of  ere  srate's 
tourist  industry.   With  21  million  tourists  cominz  zc    Florida 
annually,  the  demand  for  trade  establishments  ccnt:_r-ues  to  be 
high.   However,  while  employment  in  this  area  ccnt:--u£s  ro  grow, 
its  proportion  of  total  employment  has  experienced  a  slight  deciine 
since  1958.   The  cause  of  this  shift  appears  to  lie  in  the  fact 
that  although  tourism  continues  to  increase,  other  elements  of 
Florida's  economy  have  been  growing  even  more  rapidly. 
Services 

The  service  industry  group,  which  employed  some  348,400 
workers  during  1968,  continues  to  be  of  growing  importance  to  Florida's 
economy,  second  to  trade,  only,  in  numbers  employed.   This  industry 
experienced  an  increase  in  emplo^nnent  of  83.9  percent  since  1958 
and  is  one  of  Florida's  most  rapidly  expanding  industry  groups. 
Included  in  this  group  are  doctors,  lawyers,  accountants,  and  others 
furnishing  professional  services  as  well  as  those  employed  in 
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establishments  engaged  in  personal  and  repair  services  such  as 
hotel  and  restaurant  workers,  radio  and  television  repairmen,  and 
persons  working  in  amusenent  and  recreational  activities.   The 
increasing  levels  of  employment  in  this  industry  group  have  not 
substantially  altered  the  position  of  this  sector  in  terms  of 
percentage  of  total  workers  employed.   The  1910  figure   of  17.3 
percent  (1968  -  16.9  percent)  suggests  that, while  the  number  in  the 
industry  has  grovm  in  response  to  population  changes  and  an  increasir.g 
tourist  trade,  its  relative  importance  has  been  fairly  static. 
However,  the  relative  size  of  the  firms  grouped  in  ^his  classifi- 
cation has  increased  over  the  years  so  that  the  average  firm, 
vjhich  produced  services  valued  at  $9,000  in  the  LSI- ''5,  nov,' 

generates  some  $50,000  in  services  during  the  year. 

27 
In  the  "selected  services"  group    surveyed  ir.  me  19d7 

Census  of  Business,  we  find  that  hotels,  motels,  ani  courist  courts 

generated  some  25  percent  of  the  total  receipts  attributable 

to  the  industry  group,  followed  by  miscellaneous  business  servicer, 

and  personal  services.   Again  we  see  the  influence  of  tourist 

expenditures  which  have  pushed  the  "room  rental"  business  to  the 

predominant  position  in  selected  services. 

One  of  the  difficulties  in  trying  to  establish  a  precise 

definition  of  Florida's  economic  environment  is  the  presence  of  a 

large  and  significant  tourist  industry.   While  this  industry  is  no 

longer  as  absolutely  dominant  as  it  once  was,  it  still  plays  a 

major  part  in  Florida's  economic  health.   However,  tourist  expenditures 

are  not  easily  segregated  and  the  survey  methods  presently  used 
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are  gross  estimates  of  the  impact  of  this  spending  sector.   Of 
the  estimated  $5.5  billion  spent  by  tourists  in  Florida  in  1968, 
$3.2  billion  or  60  percent  was  spent  on  services  (lodging,  food 
and  drink,  amusements,  etc.)  and  $1.7  billion  or  32  percent  was 
spent  at  various  wholesale  and/or  retail  establishraents ,   The 
pervasive  nature  of  the  tourist  industry,  especially  in  trade  and 
services,  and  the  presence  of  some  21  million  visiters  m  tne  state 
annually  suggests  that  changes  in  this  industry  could  have  a 
substantial  impact  on  Florida's  economic  environme-t . 

In  summary,  the  regulative  set  which  now  detc-.— ines  ranking 

^  28   ^ 
structure  in  Florida  was  drawn  up  in  1913.     Its  icoiliora^mg 

task  was  defined  by  an  economy  which  was  largely  "rraditicnal" . 
Population  was  relatively  small  and  widely  disperse-  vvith  less 
than  29  percent  in  urban  areas.   Population  growth  .-ras  slow  and 
immigration  accounted  for  less  than  50  percent  of  tih.Ls.   .^.gricultur 
was  by  far  the  principal  industry  (43  percent  of  rre  u-crk  torce) 
and  what  little  manufacturing  was  present  was  ccncen crated  in 
lumber  and  timber. 

The  same  regulative  set  is  attempting  the  equilibrating 
task  in  today's  economy.   These  regulations,  developed  to  meet  the 
demands  of  the  1913  environment,  now  attempt  to  enlarge  the  popula- 
tion of  the  intersection  set  in  a  totally  different  environinent . 
Population  is  among  the  largest  in  the  nation  (ninth)  and  is 
growing  rapidly.   Population  density  has  increased  with  76  percent 
located  in  urban  areas  and  more  than  50  percent  of  the  increasing 
population  represents  immigration.   The  economy  has  matured  and 
the  structural  base  has  broadened  considerably.   The  seasonal 
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nature  of  the  traditional  economy  has  been  tempered  as  Florida's 
increasing  urban  market  has  brought  her  economic  structure  closer 
to  that  typical  of  the  nation.   Today's  employment  and  income 
figures  indicate  the  emergence  of  the  service  and  trade  sectors  as 
major  contributors  as  agriculture  has  receded  in  importance.   Further, 
the  size  of  the  average  business  unit  has  increased  in  all  sectors 
of  the  economy.   After  adjustment  for  price  changes,   '   tne  tirr; 
of  the  1960 's  ranges  from  four  (wholesale)  to  twen---  .'.'agriculture) 
times   as  large  as  its  1910  counterpart. 

Despite  lagging  per  capita  income,  the  dynasisr:  generated 
principally  by  the  population  expansion  presents  a  cErinita  challenge 
to  Florida  banking.   Postwar  econcnic  expansion  ir.  ih-3  stace  has 
seen  nonfarm  employment  expand  at  a  rate  of  6  percen:  ::-nually  while 
personal  income  has  increased  at  an  annual  rate  oi  -'   percent. 
These  figures,  among  the  highest  in  the  nation,  are  indicative  of 
the  demands  that  must  be  met.   Is  the  given  regulative  seu,  con- 
ceived in  a  distinctly  different  environment,  the  ir.^st  etficient 
enuilibrator? 


NOTES  TO  CHAPTER  III 


1.  J.E.  Dovell,  History  of  Banking  in  Florida  (Orlando,  Fla: 
Florida  Bankers  Association,  1955),  p.  5. 

2.  In  1825,  the  time  of  the  first  state  census,  the  population 
stood  at  13,554  and  by  1830  had  more  than  doubled  to  a  total  of 
34,730. 

3.  The  term  "commercial  banks"  and  the  word  "banics"  shall  be  usee; 
interchangeably  to  refer  to  those  institutions  which  accepc  demand 
deposits  and  whose  liabilities  circulate  as  money. 

4.  They  were  the  Bank  of  Pensacola,  the  Union  Bank  of  Florida 
(Tallahassee),  and  the  Southern  Life  Insurance  ar,d  Trust  Ccr.pany 
(St.  Augustine). 

5.  See  Dovell,  p.  37,  for  a  complete  list. 

6.  Thirteen  of  these  were  national  banks,  two  wert  :?perating  under 
legislative  charter,  one  was  organized  under  the  :.c:5  banking  law. 
and  the  remainder  were  private  banks. 

7.  H.B.  Dolbeare,  "A  Record  of  Fifty  Years  of  Sr-.i^  Ear.King  in 
Florida,"  Annual  Report  of  the  Corriptroller  of  th^  f  ace  of  Florida. 
1940  (Tallahassee,  1941),  p.  10. 

8.  In  1925,  the  first  addition  to  the  Atlantic  Ka-iicnal  Group  was 
made  and  by  1931  it  included  nine  banks.   The  Barnet:  Grcup  -lade  iuG 
first  acquisition  in  1929  and  by  1931  included  fo^r  banks.   Also  in 
1929,  the  Florida  National  Group  made  its  first  accition  and  by  "he 
latter  date  included  seven  banks. 

9.  Among  the  ten  largest  states,  the  1960  census  shews  Florida, 
with  73.9  percent,  had  a  higher  urban  population  tha"-  Fennsyivania , 

71.6  percent,  Ohio,  73.4  percent,  or  Michigan,  73.4  percent. 

10.  These  cities  and  their  populations  are:  Jacksonville,  528, 86d; 
Miami,  334,859;  Tampa,  277,767;  St.  Petersburg,  216,232;  Fort  Lauder- 
dale City,  139,590;  Hollywood,  106,873;  Hialeah,  102,297.   See  U,5. 
Census  of  Population:  1970,  Washington,  D.C. ,  1970. 

11.  Although  the  city  of  Jacksonville  has  a  greater  total  popula- 
tion than  Miami  (528,865  vs.  334,859),  the  Miami  SMSA  population 
exceeds  that  of  the  Jacksonville  SMSA  (1,267,792  vs.  528,865).   This 
is  due  to  the  fact  that  the  Miami  SMSA  includes  all  of  Dade  County 
and  several  communities  not  included  in  the  city  total  such  as 
Hialeah  and  Miami  Beach.   However,  the  Jacksonville  city  figure 
encompasses  all  the  population  in  its  SMSA  area  (Duval  County). 
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12.  W.W.  Rostov,  The  Stages  of  Economic  Growth,  A  Non-Conimunist 
Manifesto  (London:  Cambridge  University  Press,  1966).   Rostox,?  defines 
a  traditional  society  as  one  in  which  "a  ceiling  exists  on  the  level 

of  attainable  output  per  head."  According  to  Professor  Rostow,"This  ceil- 
ing resulted  from  the  fact  that  the  potentialities  which  flow  from 
modern  science  and  technology  were  either  not  available  or  not  regularly 
and  systematically  applied." 

13.  Ibid.,  p.  6. 

14.  For  an  interesting  discussion  of  the  intervening  period  and 
causes  of  the  change  in  economic  structure  see  John  N.  Webb, 
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University  of  Florida,  Bureau  of  Economic  and  Business  Research,  Marcr. , 
1962). 

15.  Rostow,  p.  10. 

16.  W.M.  Nelson,  The  Economic  Development  of  Florici,  1S7G-1930, 
master's  thesis.  University  of  Florida,  Gainesville. 

Florida,  June,  1962,  p.  79. 

17.  It  has  been  contended  from  time  to  time  that  r_rriaa  incom.e 
levels  are  lov;ered  by  the  large  number  of  retired  r63iGents.   That 
this  element  is  not  the  dominant  influence  is  shown  -'-   the  tact  that 
median  earnings  in  1960  of  men  in  the  experienced  Ic^z"   force  were 
$3,811  in  Florida  compared  with  $4,595  for  the  natior;  ,   See  U.S. 
Bureau  of  the  Census,  U.S.  Census  of  the  Populaticn:  196  0  (Washingtcr., 
D.C.:  1962). 

18.  See  Tables  3  and  A. 
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21.  U.S.  Bureau  of  the  Census,  Abstract  of  the  Thirteenth  Census  cf  the 
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ture to  be  one  whose  value  of  product  sold  amounts  to  $40,000  or  more. 

23.  "Non  Agriculture  Employment  in  Florida:  Growth  and  Development, 
1958-1968,"  Florida  Comrients,  an  undated  publication  of  the  Florida 
Development  Commission,  Tallahassee,  Florida,  p.  2. 

24.  U.S.  Bureau  of  the  Census,  Abstract  of   the  Fifteenth  Census  of  the 
United  States  (Washington,  D.C,:  1933).   It  was  not  unitl  this  census  (15th) 
that  wholesale  and/or  retail  data  were  collected  and  reported.   Also 

see  Florida  Statistical  Abstract,  1970, 
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25.  Census  of  Business,  1967,  Retail  Trade,  Single  Units  and  Multi- 
units,  Vol.  1,  Part  1;  Fifteenth  Census  of  the  United  States,  Retail 
Distribution,  Vol.1,  Part  1. 

26.  Census  of  Business,  1948,  Vol.  VII,  Service  Trade-Area 
Statistics,  Bureau  of  Census,  1951;  Florida  Statistical  Abstract, 
1970. 

27.  Selected  services  as  surveyed  by  the  Census  of  Business  exclude 
professional  services  as  V7ell  as  private  household  services. 

28.  Tlie  regulative  statement  requiring  unit  banking  is  found  in 
Florida  Statutes,  1965,  Chapter  659.06,  and  reads  as  follows: 

Any  bank  or  trust  company  shall  have  only  one  place  of 
doing  business,  which  shall  be  located  in  tre  coirjmunity 
specified  in  its  original  articles  of  incorpc:"^  tion , 
and  the  business  of  the  bank  or  trust  compar;-  snal'.  be 
transacted  at  its  banking  house  so  located  in  said 
community  specified,  and  not  elsewhere. 

29.  For  sake  of  comparison,  the  recent  sales  or  vai',;e  added  figures 
were  deflated  by  use  of  the  appropriate  price  indexes,  i.e.,  '^rnole- 
sale  Price  Index,  Consumer  Price  Index,  Retail  PriCd  Ince:-: ,  etc. 

See  Statistical  Abstract  of  the  United  States:  I97C.  td.  339-349. 
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CHAPTER  IV 
FLORIDA  BANKING:  }LARKET  STRUCTURE 

An  audit  of  the  Florida  banking  regulatory  set  nust  be  ir.  ter-s  of  how 
well  this  set  accomplishes  its  equilibrating  task.   The  character  is ;ics 
to  be  associated  with  the  set  of  optimal  output  ar.d/or  input  have 
been  previously  suggested.   In  addition,  the  peculii:.rities  of  the 
local  (Florida)  environment  have  been  explored.   The  r-iMt  task 
must  be  an  identification  of  the  characteristics  cf  -urrer.t  Florica 
banking  and  how  these  relate  to  the  optimal  set. 

Market  structure  will  be  viewed  as  a  separate  :.rii  identif iabi;:; 
subset  of  the  universe  of  characteristics  asscciaisr.  with  Florida 
banking.   Special  interest  is  given  to  this  partlc;.iar  subset 
for  tv70  reasons.   First,  many  aspects  of  banking  reeuiaticn  are 
focused  on  some  desired  market  characteristics,  i.e.,  increased 
competition  or  a  low  level  of  market  power,  rather  than  on  the 
characteristics  of  the  set  of  output  and/or  input.   Secondly, 
economic  theory  holds  that  the  market  structure  of  an  industry 
influences  the  performance  of  firms  within  the  industry.   VJhile  the 
model  being  used  is  non-prescriptive  as  to  the  optimal  market 
structure,  the  latter  may  be  viewed  as  a  surrogate  variable  for 
such  desideratum  as  allocative  neutrality. 

However,  an  investigation  of  the  market  structure  of  Florida 
banking  requires  a  preliminary  discussion  of  bank  markets  in  general. 
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The  unique  nature  of  banking  has  given  rise  to  several  different 
definitions  of  bank  markets  and  an  examination  of  these  alternatives 
should  lead  to  a  better  understanding  of  Florida  bank  markets  and  the 
related  regulatory  set. 

Bank  Markets 

Explanations  and  definitions  of  bank  markets  cover  a  wide 
spectrum  of  possibilities.   The  literature  suggests  interpretations 
which  range  from  multi-area,  multi-product  possibi_lties  in  both 
the  input  and  output  market  to  the  uni-product,  ur.i-arsa  focus  of 
the  courts  in  the  Philadelphia-Girard  Case.    Vrhi.e  a  co-plete 
survey  v/ould  include  an  investigation  of  the  interTr.iciace  points 
of  view  it  appears  reasonable ,  for  purposes  of  chis  zhiisis.  to 
concentrate  on  the  polar  positions. 
Multi-Product,  Multi-Area  Approach 

In  this  analysis  banking  is  viewed  as  a  mul c; --roduct ,  multi- 
area  activity  in  both  che  input  and  output  marker.   i'ank.ing,  in  its 
intermediation  role,  is  seen  as  seeking  and  acquiring  various  kincc 
of  fund  inputs  from  a  variety  of  geographical  areas.   These  inputs 
are  then  put  through  a  "productive  process"  and  are  thereby  trans frr-,ec 
into  an  assortment  of  final  products  with  a  number  of  different 
geographical  markets. 

The  market-type  or  structure  prevalent  in  any  given  market  is 
a  function  of  the  nature  of  the  product,  the  geographic  range  of 
the  product,  and  the  resulting  institutional  range  of  competition. 
Thus  any  discussion  of  bank  markets  under  this  interpretation  requires 
a  specification  of  the  product  and  geographical  area. 
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Reference  to  Table  9  suggests  the  several  product-area  market 
combinations  in  which  the  bank  may  find  itself  involved.   Within 
the  input  market,  the  liquidity  characteristics  of  the  funds  demanded 
are  a  major  determinant  of  the  range  of  institutional  competition. 
Commercial  banlcs  have  an  advantage  in  the  demand  for  funds  requiring 

high  liquidity  and  the  unique  nature  of  the  compensation  offered 

2 

by  commercial  banks   assures  the  deposit  of  such  fur.cs  in  the 

banking  system.   However,  the  total  amount  of  funds  requiring 
immediate  liquidity  tends  to  vary  with  the  intensify  of   the  bidding 
of  all  financial  institutions  for  such  funds.   Th;  ce_   facto   demanc 
nature  of  alternatives  such  as  savings  accounts  and  g:---3rn— .ent 
securities,  has  given  the  offerees  additional  f lex'-r..^ity .   When 
bidding  for  such  funds  increases  the  rates  offered,  rra  holders  ha'-e. 
been  able  to  engage  in  a  successful  liquidity-prof itnbiiity  trade- 
off while  meeting  their  continuing  transaction  neecr  ^.ith  increased 
velocity. 

The  other  major  fund  input  demanded  by  banks  are  those  which 
are  less  volatile  and  could  be  characterized  as  "store  of  value" 
funds  by  the  offerees.   In  competing  for  this  input,  commercial 
banks  have  no  form  of  co-pensation  superior  to  other  financial 
intermediaries.   Further,  as  the  liquidity  requisite  placed  on  the 
funds  is  relaxed,  more  and  more  deficit  units  are  dravm  into  direct 
negotiations  with  the  fundholders  or  surplus  units,  so  that  the 
institutional  participation  in  this  market  is  more   extensive  than 
is  found  in  the  highly  liquid  market. 


TABLE  9 

BANK  MARKETS  :  PRODUCTS  ,  GEOGRA.PHIC 
RANGE  AND  PARTICIPANTS 


Product 


Geographic  range 
of  the  Market 


Participants  in  the  Market 


INPUT  MflRKET 


Large  units 
of  highly 
liquid  funds 

Medium  size  units 
of  highly  liquid 
funds 


National 


Regional 


Large  organizations  ;-'  ^-arge 
commercial  banks  .■''•'' 


Medium-sized  organizations 
wealthy  individuals;  large 
medium-sized  co:n::;ercial  ba: 


md 


Small  units   of 
highly    liquid 
funds 


Local 


Sm»a  1 1  O;  c:;:.r;:L i,a  Lions  anc  rr."_s 
individual:.;  snail,  neoiur:, 
large   ccnrr.wrcial   banks. 


and 


Large  units  of 
time  funds"""" 


Na  t  i  ona 1 


All  surplus  units  large  en 
to  produce  sucri  a  produc':, 
large  financial  intern;edia: 
as  well  a;  the  cericit  un;: 
found  in  ens  onen  money  ma 


Medium- sized 
units  of  time 
funds 


Regional 


Mediun-?izea  surplus  unit: 
large  and  nadium-sized  fi: 
intermediaries  as  ",;ell  a? 
and  meciuij-sized  deficit  ■ 


\ancial 


Small  units 
of  time  funds 


Local 


Small  surplu; 
financial  int 
sizes  as  wel' 
units . 


units ;    ioca _ 
as   all   defic: 


ill 


"Those  participants  listed  first  are  on  the  supply  side  of  the  mar';et. 

""Those  participants  following  the  semicolon   are  on  the  demand  side 
of  the  market. 

iV-;--vxime  funds  are  those  funds  whose  liquidity  time  dimension  is  greater 
than  zero. 
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TABLE  9  (Continued) 


Product 


Geographical  Range    Participants  in  the  Market 
of  the  Market  


OUTPUT  114RKET 


Investment  funds' 


national 


All  forras  £ir:d  sizes  of  financial 
intermediaries  and  surplus  units; 
large  deficit  units  such  as  local, 
state,  and  national  govern— ent, 
and  lar^e  corocraticns . 


Large  business 
loans" '■ 


National 


Large  f' 
and  sur: 
organize 


intermec 


.es 
:iness 


Medium-sized 
business  loans 


Small  business 


Consumer  loans""-" 


Regional 


Local 


Local 


Large  a 
intermi 

medium - 

Local  c 
cial  f: 
busine; 

Local  c 
con  sur.-; 
saving: 
indivic 
or  per; 


e 

diun-sized  finr.r 

.cial 

'_ 

es  ,  some  sur~ ' _, 

units 

- 

business  org;:n; 

_.-.ation 

cial  banks  anc  ; 

.  omme  r - 

C- 

companies;  smi. 

-1 

- 

anizations. 

- 

cial  banks,  sal 

-.  and 

1 

nance  companies 

a. 

loan  associani- 

jT.  s  ; 

for  purchase  cf 

real 

-rooerty. 

"Investment  funds  include  those  funds  placed  in  the  credit  instruments  cf 
enterprises,  both  public  and  private.   Investments  differ  from;  leans  in 
several  respects.   In  the  first  place,  a  loan  is  generallj^  a  relatively 
short  term  fund  placem.ent  whereas  an  investment  has  a  longer  tim.e  horizon. 
Secondly,  in  bank  lending,  the  borrower  usually  initiates  the  transaction, 
but  in  investing  the  bank  takes  the  initiative  by  entering  the  m^arket 
to  make  purchases  or  sales.   Thirdly,  in  lending,  the  bank  is  norm.ally 
the  major  creditor  and  one  of  only  a  few  creditors,  while  in  investing  the 
bank  is  one  of  many  creditors.   Finally,  in  the  lending  transaction  there 
exists  a  personal  relationship  between  the  bank  and  the  borrower,  while 
investing  is  an  impersonal  matter. 

Investments  also  include  the  placement  of  secondary  reserves  in  the 
money  m.arket.   However,  the  primary  difference  between  these  investm.ents 
and  those  previously  mentioned  is  in  maturities.   Otherwise,  they  are 
differentiated  from  loans  in  the  same  way.   For  a  further  discussion  of 
the  characteristics  of  this  output  see  Reed,  E.W.,  Commercial  Bank 
Management  (Nev;  York:  Harper  ^   Rov:,  1963),  pp.  419-468. 
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TABLE  9  (Continued) 

-.'"V  Such  loans  include  both  short- and  long-term  loans  as  well  as  mortgages. 
These  may  be  handled  as  three  separate  products.   However,  for  brevity's 
sake,  they  have  been  grouped  into  a  single  product-type. 

*-"--'-Loans  to  consumers  are  those  loans  made  to  borrowers,  the  proceeds  of 
which  are  used  for  consumption.   This  is  in  contrast  to  business  loans 
whose  proceeds  are  used  for  productive  purposes.   Consumer  leans  msi-e 
possible  the  consumption  of  goods  and  services  before  the  consuraer  has 
the  wherewithal.   These  loans  may  be  made  for  a  multitude  cf  purposes  to 
include   the  purchase  of  automobiles,  appliances,  furniture,  homes,  etc. 
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There  are  at  least  three  geographical  markets  associated  with 
each  of  the  input  groups  suggested.   The  market  areas  identified  are 
a  function  of  the  fundholder's  ability  or  willingness  to  restict  his 
search  for  alternatives  and  the  banks'  ability  to  meet  the  demands 
of  the  fundholder.   The  national  market  for  the  highly  liquid  funds 
is  supplied  by  large  surplus  units  such  as  corporate  fundholders 
whose  fund  output  is  sufficient  to  justify  national  "shopping"  for 
the  best  offering.   The  demanders  are  those  banks  xfncse   pcsiricn, 
resources,  and/or  output  potential  are  most  attracti'-i  to  the  fund 
supplier. 

On  the  regional  level,  the  suppliers  of  these  i-jr.ds  are  smal.ar 
surplus  units  such  as  medium-size  firms  and  wealthy  i-'i-'icuals  .   bucr 
units  do  not  have  sufficient  fund  output  to  justif--  ij  rcicipation  ir. 
the  national  market  and  yet  they  are  large  enough  r.ot  co  be  bound 
locally  by  convenience.   The  demanders  are  all  the  -janics  in  the  larger 
market  plus  those  somewhat  smaller  banks  whose  pc3iti:n-.,  resources, 
and/or  output  are  sufficient  to  meet  the  demands  of  ere  fund  suppliers. 

On  the  local  level, '  the  suppliers  of  these  funds  are  business 
firms  and  individuals  whose  balances  do  not  warrant  regional 
"shopping".   Moreover,  the  decision  as  to  fund  placement  in  this 
market  appears  to  be  more  heavily  weighted  by  the  faccors  of  con- 
venience and  ease  of  access  than  in  the  larger  markets. 

This  decreased  emphasis  on  size-related  services  in  the  local 
market  allovjs  for  universal  bank  participation,  regardless  of  size. 
On  the  other  hand,  the  number  of  participants  in  any  specified 
market  is  limited  by  the  demand  for  convenience.   The  locale  emphasis 
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effectively  erects  a  spatial  barrier  so  that  the  demanders  in  the 
local  market  are  limited  to  those  readily  accessible  to  the  desig- 
nated populace. 

The  national  market  for  the  less  volatile,  store  of  value 
funds,  finds  on  the  supply  side  all  who  would  furnish  funds  in  the 
money  or  capital  markets.   This  market  is  generally  non-discriminating 
and  would  encourage  fund  input,  regardless  of  size.   On  the  demand 
side,  the  relevant  insitutions  are  those  financial  interr.eciaries  ar.i 
deficit  units  which  are  large  enough  to  meet  the  risri,  retu:-n  demarcis 
of  the  offerees. 

The  regional  and  local  markets  tend  to  overla,:-  2S  tr.e  rund- 
holders  include  the  entire  range  of  surplus  unit:-  ._-;  tr.e  cdrr.anders 
include  a  wide  range  of  financial  intermediaries  as  --elt  as  some 
deficit  groups.   Demanders  at  the  regional  level  ar-i  a  function  oi 
their  ability  to  meet  the  risk/return  requirem:ents  cf  the  larger 
fundholders.   At  the  local  and  regional  level,  fina.-;Cial  institu- 
tions are  joined  on  the  demand  side  by  other  natio-al  iinancial 
intermediaries  as  well  as  deficit  units  in  both  the  money  and 
capital  markets  and  are  active  demanders  of  "store  of  value' 
funds . 

This  multi-area,  multi-product  approach  to  bank  m.arkets 
identifies  the  same  sort  of  proliferation  in  the  output  m.arket.   In 
fact,  Chandler  suggested  that  the  number  of  different  products 

in  the  bank's  output  mix  was  a  function  of  the  number  of  different 

5 
bank  loans,  each  one  of  vjhich  was  a  unique  product  of  bargaining. 

Certainly,  bank  output  can  be  separated  into  at  least  three  general 

lines  -  investments,  consumer  loans,  and  business  loans. 
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The  market  for  bank  investment  purchases  is  simplified  by 
the  various  legal  restrictions  placed  on  bank  investments.   The 
conservative  nature  of  existing  regulations  virtually  assures  the 
analyst  that  bank  output  v^de   available  to  security  issuers  or 
holders  will  be  restricted  to  markets  that  are  national  in  scope  anc/or 
highly  liquid.   The  13,000  commercial  banks  are  only  one  of  many 

sources  of  funds  for  U.S.  securities,  high  grade  snace  and  local 

6  ... 

obligations,   and  premium  corporates.   The  geograpnica^  compartmentai- 

ization  noted  in  the  input  market  is  virtually  non-ei.i stent  and  tns 
participants  are  num.erous. 

On  the  other  hand,  the  customized  nature  of  ban.-:  loans  reaffirms 
the  multi-area,  multi-product  possibility.   The  func-.  made  avail- 
able for  "wholesale"  or  business  loans  are  not  usee  f'r  consumption 
directly  but  enter  into  the  productive  process.   Cc;--  considerations 
tend  to  override  the  demand  for  convenience  and  tr.e  geographical 
boundaries  of  any  given  market  are  normally  delineac^c  by  the  size  ~t 
the  borrower  and  the  set  of  banks  which  can  supply  the  output  with 
the  characteristics  dem.anded. 

The  large  business  loan  is  found  in  a  national  m.arket  where 
product  specification  is  such  that  only  large  participants  are  found 
on  both  sides  of  the  transaction.   Loans  of  such  size  reduce  search 
costs  per  dollar  which  encourages  mobility.   All  of  the  larger  fina-^cial 
intermediaries  participate  in  such  a  market  as  well  as  individual 
surplus  units  through  the  money  and  capital  m.arket . 

The  regional  market  for  such  output  is  generally  identified 
with  the  medium-sized  business  loan.   The  reduced  loan  size  increases 
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the  search  cost  per  dollar  and  brings  smallei-  demanders  v/ith  less 
than  national  reputations  into  the  market.   The  financial  inter- 
mediaries of  the  larger  market  are  joined  by  smaller  institutions 
whose  output  is  now  acceptable.   However,  the  amount  of  direct 
negotiations  are  reduced  and  therefore  the  intermediary  is  a  more 
important  factor  in  this  market. 

The  sm.all  business  loan  is  generally  restricted  tc  a  local 
market.   The  small  borrower  is  constrained  by  repuciition ,  ''shopping' 
costs,  and/or  inclination  to  the  sources  of  funds  available  in  the 
local  area.   The  local  financial  intermediary,  parc-cularly  che 
commercial  bank,  is  the  predominant  supplier  in  tr.i:  -arket  as  che 
possibility  of  dealing  directly  with  surplus  units  i:-  rerr.cce  and 
commercial  finance  comipanies  or  trade  credit  are  porr  S'lbst itutes . 

The  "retail"  loans,  which  are  part  of  bank  outp_t,  are  genera! 
extended  to  individuals  who  seek  such  a  "product"  i'cr  consunption 
purposes  and  would  include  such  loans  as  consumer  iriStallment  loans. 
residential  mortgage  loans,  term  loans  to  individuals  and  others  of 
the  same  nature.   VJith  few  exceptions,  the  geographic  range  of  thesv 
loans  tends  to  be  local.   Convenience  and  present  bank  relacionship? 
weigh  heavily  in  consumer  choice.   A  variety  of  local  financial 
intermediaries  participate  in  this  market  including:  commercial 
banks,  comsumer  finance  companies,  savings  and  loan  associations, 
savings  banks  life  insurance  companies  and  the  selling  retailer  or 
dealer.    While  this  range  of  participants  suggests  a  number  of 
possible  alternative  sources  of  funds  in  the  local  market,  evidence 
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indicates  that  in  many  instances  the  alternatives  are  limited  to 
the  local  bank  and  the  credit  supplied  by  the  local  retailers 
and/or  dealers. 
I'ni-Prodiict .  Uni-Area  Approach 

In  this  approach  it  is  generally  recognized  that  banking  is  a 
multi-faceted  operation  dealing  in  a  number  of  markers.   However, 
the  advocates  of  this  approach  view  the  total  services  of  a  coimnercia! 
bank  as  a  single,  unique  "product"  package  whose  most  important 
market  is  local. 

The  most  explicit  statement  of  this  point  cf  "'Le~"  has  developed 
in  the  course  of  bank  mierger  litigation  in  recent  ye-ir;.  A  detenr.ir.a- 
tion  of  the  competitive  effect  of  a  m^erger  must  be  m:ic=  under  Secticr 

Q 

7  of  the  Clayton  Act.    Such  a  determination  calls  Trr  a  testing  of 

the  competitive  impact  of  a  r.erger  "in  any  line  cf  cr-jr:erce  in  any 

section  of  the  country."  The  "line  of  commerce"  and  the  "section  of 

the  country"  yield  the  relevant  market. 

The  Supreme  Court,  in  the  Philadelphia  National  Bank  case  (1962; 

suggested  the  uni-product  nature  of  banking  when  it  stated: 

We  have  no  difficulty  in  determining  the  "line  of  commerce" 
in  which  to  appraise  the  probable  competitive  effects  of 
appellees'  proposed  merger.  We  agree  with  the  District 
Court  that  the  cluster  of  products  and  services  denoted 
by  the  term  "commercial  banking"  composes  a  distinct  line 
of  commerce. 

In  the  same  case,  the  Court  found  "no  difficulty  in  determining 

the  .  .  .  relevant  geographic  m.arket  in  which  to  appraise  the 

probable  competitive  effects"  of  the  merger. 

Individuals  and  corporations  typically  confer  the  bulk 
of  their  patronage  on  banks  in  their  local  community; 
they  find  it  impractical  to  conduct  their  banking  business 
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at  a  distance.  .  .  .   The  factor  of  inconvenience  localizes 
banking  competition  as  effectively  as  high  transportation 
costs  in  other  industries.  ^ 

Grov;ing  out  of  this  and  other  court  decisions  has  been  the 
idea  that  bank  inarkets  and  bank  market  structure  can  be  examined 
in  terms  of  a  single  composite  product  in  the  most  irr:portant  market. 

It  is  evident  that  any  study  of  bank  structure  must  start 
with  a  set  of  assumptions  concerning  the  nature  of  bank  markets. 
This  study  assumes  that  bank  markets  are  of  a  multi-r raduct , 
multi-area  nature.     However,  the  defense  of  such  iin  assu-ocicn  is 
outside  the  scope  of  this  paper  and,  therefore,  the  rna lysis  '.."ill 
examine  structure/market  relationships  which  might  .-vise  under  eithe: 
the  multi-product  or  uni-product  approach.   In  ir.os^  ca.^es  the  analys: 
will  be  coincident.   However,  divergence  x^7ill  be  jriurr scored  when 
such  arises. 

The  Regulatory  Set 

As  previously  mentioned,  the  focus  of  this  p£:er  is  on  the 
relevancy  of  that  part  of  the  regulative  set  which  directly  affects 
or  controls  bank  structure.   Such  regulations  specify  the  number  of 
charters  that  can  be  controlled  by  a  single  organisation  or  the 
number  of  separate  offices  that  can  be  maintained  by  a  single 
charter.   Because  these  restrictions  are  not  mutually  exclusive 
there  are  several  charter/office  combinations  possible  (see  Table  10' 


V  >t«B«»^  ■.'e»*»r-';  ■  •v.^SF^  5j  ;^.- . 


63 


TABLE  10 

THE  POSSIBLE  COMB IXAT IONS  OF 
CHARTER  --vn3  OFFICE  REGULATIONS 


Charters  Per  Organization 

Single  Multiple 

Single                      RgS  ^SM 
Offices 

Per      Multiple  (limited)            R-^^  Rjj^ 
Charter 

Multiple                     Rj,jS  "MM 


The  number  of  bank  charters  that  can  be  contrclidJ  by  a  single 
corporate  entity  is  regulaued,  primarily,  at  the  nati::-ai  level. 
With  the  vast  expansion  of  holding  company  banking  ir  ir-.e  1920' s 
and  the  subsequent  failure  of  several  leading  groups  lv.  the  early 
1930' s,  Congress  enacted  laws  to  establish  some  degree  of  control 
over  the  multi-charter  organization.   The  Banking  .-.cc  cf  1933  and 
the  Bank  Holding  Company  Act  of  1956  and  its  1966  arr.endn-.ents  were 
a  result  of  such  enactments.   While  the  multi-charter  organization 
is  not  prohibited,  a  rather  stringent  national  regulatory  environraen; 
has  been  established. 

Many  years  before  the  appearance  of  the  federal  statutes, 
several  states  had  enacted  legislation  to  control  multi-charter 
organizations.  ■'■^  However,  inmost  states,  including  Florida,  there 
are  no  legal  provisions  regarding  the  ownership  of  bank  stock  and 
so  the  relevant  regulatory  set  is  national. 
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The  number  of  bank  offices  which  can  be  controlled  by  a 
single  charter  is  regulated,  primarily,  at  the  state  level.   The 
Glass  Bill  of  1933  formalized  state  predominance  in  this  regulatory 
area  by  a  provision  which  required  national  banks  to  conform  to  the 
regulations  of  the  resident  state  in  regards  to  the  number  of  cifices 
or  locations  controlled  by  a  single  charter.   The  national  law 
remains  essentially  the  same  today  with  some  minor  acditions  provided 
by  the  Banking  Act  of  1935  and  the  1962  am.endment  to  the  Glass  Act. 

The  state  laws  which  have  been  enacted  in  t'..  i;  area  are 
varied.   Essentially,  the  enactments  have  been  cf  t.-.rse  types.   Scrr.e 
states  have  restricted  each  charter  to  a  single  oi"i:i:;e  ;,unit 

banking).   Others  have  perm.itted  an  unlimited  nu-:Dc_r  cf  oifices  per 

13  ,      .   , 

charter  (branch  banking).     And  there  are  still  rcr-irs  wnc  nave 

placed  certain  geographic  restrictions  on  the  ofii^^j  each  cnarter 
can  maintain(limited  branching).   It  is,  however,  Ci.2zLc\:lt    to 
classify  states  categorically  as  to  how  they  trea;;  cr  regulate  the 
question.   Many  of  the  statutes  are  vague  and  their  u£nT:iriology  is 
ambiguous,  so  a  division  of  states  into  multi-office,  limited  multi- 
office,  and  uni-office  categories  is  somewhat  arbitrary  (see  Table  ii). 

Casual  observation  would  suggest  that  the  regulatory  bodies 
which  see  banking  as  a  uni-product,  uni-area  business  tend  to  advocate 
one  office  per  charter.   Whereas  those  vjho  subscribe  to  the  multi- 
product,  multi-area  approach  would  generally  accept  multiple-office 
charters.   Differing  concepts  of  bank  markets  have  led  to  differing 
structural  answers  to  the  quest  for  the  "optimal"  structure.   Hov/ever, 
it  appears  that  an  appropriate  definition  of  the  "optimal  bank 
structure"  will  suggest  a  structure  whose  optimality  is  not  contingent 
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TABLE  11 

CLASSIFICATION  OF  STATES  BY  THE  REGULATIONS 

LIMITING  THE  NUMBER  OF  OFFICES  PER 

BANK  CHARTER,  MARCH,  1970 


Multiple  Offices 
(19) 


Multiple  Offices 
with  Geographic 
Limitations  (16) 


Single  Offices 
(15) 


Alaska 

Arizona 

California 

Connecticut 

Delaware 

Hawaii 

Idaho 

Maine 

Maryland 

Nevada 

North  Carolina 

Oregon 

Rhode  Island 

South  Carolina 

South  Dakota 

Utah 

Vermont 

Virginia 

Washington 


Alabama 

Georgia 

Indiana 

Kentucky 

Louisiana 

Massachusetts 

Michigan 

Mississippi 

New  Hampshire 

New  Jersey 

Nev/  Mexico 

New  York 

Ohio 

Pennsylvania 

Tennessee 

Wisconsin 


Arkansas 

Colorado 

Florida 

Illinoif 

Iowa 

Kansas 

Minnesot 

Missouri 

Montana 

Nebraska 

North  Ds 

Oklahcns 

Texas 

West  Vii 

Wyoming 


Source:  "Recent  Changes  in  the  Structure  of  Commerc. 
Federal  Reserve  Bulletin,  March,  1970,  p.  1'. 


■^PTi  kT  no- 


.-'>it«,-f^'^»»?*flt'^3«r^y5»  A 


66 

upon  a  certain  bank  market  concept.   This  possibility  is  developed 
further  throughout  the  paper. 

In  Florida,  the  intra-state  regulatory  variable  of  interest 
is  the  number  of  offices  per  charter.   The  state  has  not  interposed 
any  significant  regulations  on  the  number  of  charters  per  organiza- 
tion and  so  the  national  regulatory  set  is  dominant.   However,  iloriaa 
has  been  very  definite  in  its  approach  to  the  of f ice,' charter  questicn 
and  since  the  early  1900 ' s  the  regulatory  answer  has  been  one  office 
per  charter. 

Any  bank  or  trust  company  shall  have  only  ont  .:  ^ice 
of  doing  business,  which  shall  be  located  in  t;-d 
community  specified  in  its  original  articles  .- :  :-n- 
corporation,  and  the  business  of  the  bank  or  trusr 
company  shall  be  transacted  at  its  banking  hru^^a 
so  located  in  said  community  specified,  and  rol 
elsewhere. 

In  terms  of  Table  10,  Florida's  regulatory  set  cculd   be  characterizec 
as  Rgj^,  single  office,  multiple  charter.   Given  the  -^Itiple  charter 
provision,  the  intra-state  alternatives  for  Florida  ar=  ?.j^.,  and  R^^,; 
which  both  allow  for  some  form  of  branching  or  more  Lhan  one  office 
per  charter. 

This  analysis  will  be  cast  in  terms  of  examining  the  alternativ 
regulative  sets,  Rg^,  Rl^'  ^^'^   %M'  ^^'^   determining  which  might, 
through  its  effect  on  structure,  bring  Florida  banking   closest  to 
its  optimal  position.   Emphasis  will  be  placed  on  the  existing 
regulative  set,  Rg^^,  and  the  polar  alternative,  Rj^j.   The  limited 
office  alternative,  R^,  will  be  considered,  but  primarily  as  a 
variation  on  the  multi-office  set  rather  than  as  a  third  distinctly 
different  alternative. 
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It  should  be  noted  than  in  considering  these  alternative 
regulative  sets  for  Florida,  the  question  might  properly  be  cast 
as  regulation  or  no  regulation.   The  single  office  per  charter 
appears  as  a  result  of  regulative  restriction.   Without  restriction 
or  regulation  the  raulti-of f ice  alternative  tends  to  emerge.   As  the 
regulative  set  moves  from  the  uni-cffice  to  the  muiti-cf f ice ,  the 
members  of  the  regulative  set  are  not  only  changed  rut  also  reduced. 
The  multi-office  alternative  permits  charters  which  r.ave  any  number 
of  associated  offices  whereas  the  uni-office  penr.ii-  cr.ly  the  one 
for  one  correspondence. 

Bank  Numbers 

One  of  the  major  determinants  of  the  nature  ^-  an  cccnomic 

market  is  the  number  of  participants  in  the  market.   .Izrket 

conditions  are  describee  or  characterized,  at  leasi:  -i>   part,  in 

terms  of  the  number  of  buyers  and  sellers. 

The  first  requirement  for  the  existence  of  pur'; 
competition  is  that  there  must  be  a  large  number 
of  buyers  and  sellers.  .  . 

In  price  theory,  conditions  of  monopoly  in  a 
given  m^arket  refer  to  a  situation  in  which  the 
supply  of  an  economic  good.  .  .  is  controlled 
by  a  single  seller.  .  . 

When  there  are  only  a  few  sellers  of  an  economic 
good  under  imperfect  competition.  .  .  the 
situation  is  given  the  special  name  of  oligopoly. 

While  the  number  of  participants  is  not  a  sufficient  condition 

for  a  given  market  situation,  it  is  apparently  a  necessary  one. 

It  is  therefore  desirable  for  this  analysis  to  investigate  Florida 

bank  numbers  as  they  have  developed  under  the  current  regulative 
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set.   This  development  can  then  be  contrasted  with  the  number 
situation  v/hich  arises  under  the  alternative  regulative  set. 

The  510  commercial  banking  offices  in  operation  in  Florida 
on  February  1,  1971,  xvere  distributed  rather  unevenly  over  the 
state's  sixty-seven  counties  (see  Table  12).   Three  of  the  r.:ost 
sparsely  populated  counties,  Wakulla,  Liberty,  and  Glades  'lad  no 
banking  facilities  and  in  each  of  thirteen  other  lo'..--population 
counties  there  was  only  one  banking  office.   Thus,  4,5  percent  of 
the  counties  in  the  state,  with  less  than   1  perce.-;  of  the 
population,  had  no  banking  facilities  whereas  nattrr.^lly  less  than 
2.5  percent  of  all  counties  v/ere  in  this  category.   In  addition, 
23  percent  of  the  total  counties,  with  2  percent  of  -.^e  pc-ulation. 
had  less  than  tvjo  banking  offices,  while  on  the  nHt:_:n=l  level, 
less  than  14  percent  of  all  counties  v.'ere  so  situaccu. 

On  the  other  hand,  the  state's  banking  ofiicss  and  populatior 
are  concentrated  in  the  eleven  largest  counties  -  La_e,  Broward, 
and  Palm  Beach  on  the  lower  East  coast;  Orange,  Pclk,  Brevard,  and 
Volusia  in  Central  Florida;  Pinellas  and  Hillsboroiigh  on  the  West 
coast;  Duval  in  Northeast  Florida;  and  Escambia  in  West  Florida. 
Within  these  counties  resides  73  percent  of  Florida's  poDulation 
with  some  65  percent  of  the  banking  facilities. 

The  number  of  banking  facilities  can  further  be  described 
in  terms  of  the  number  of  banks  and  banking  offices  in  Florida  as 
compared  with  other  states  and  the  changes  in  these  figures  over 
time . 
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TABLE  12 

NWIBER  OF  COM^IERCIAL  BANKING  OFFICES, 

POPULATION,  AND  POPULATION  RANK  OF  FLORIDA  COUNTIES 

FEBRUARY,  1971 


Number  of  Banking  Offices   Populiition    Populat 
County        1950    February,  1971      Rank 


Waku 1 la 

Glades 

Liberty 

Nassau 

DeSoto 

Washington 

Holmes 

Jefferson 

Okeechobee 

Baker 

Hamilton 

Calhoun 

Union 

Dixie 

Gilchrist 

Lafayette 

Franklin 

Flagler 

Hernando 

Charlotte 

Walton 

Madison 

Sumter 

Taylor 

Hardee 

Bradford 

Hendry 

Gulf 

St.  Lucie 

Putman 

Columbia 

Osceola 

Clay 

Suwanee 

Levy 


61 

6,303 

64 

3,669 

66 

3.379 

38 

20,626 

48 

13 . 060 

51 

11.453 

53 

10,720 

56 

8.778 

52 

11.233 

55 

9 ,  242 

58 

7  ,  787 

59 

".62^ 

57 

S.112 

62 

5.480 

65 

3,551 

67 

2,892 

60 

7.065 

63 

-,454 

40 

17,004 

35 

27.559 

41 

16,087 

47 

13.481 

44 

14,839 

46 

13,641 

43 

14,889 

45 

14,625 

50 

11,859 

54 

10,096 

24 

50,836 

28 

36,290 

37 

25,250 

36 

25,267 

31 

32,059 

42 

15,539 

49 

12,756 

TABLE  12  (Continued) 
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County 


Number  of  Banking  Offices   Population   Population 
1950    February, 1971       Rank 


Citrus 

Indian  River 

St.  Johns 

Monroe 

Gadsden 

Jackson 

Santa  Rosa 

Highlands 

Martin 

Collier 

Bay 

Seminole 

Pasco 

Marion 

Leon 

Okaloosa 

Manatee 

Lee 

Alachua 

Escambia 

Lake 

Sarasota 

Volusia 

Brevard 

Polk 

Hillsborough 

Orange 

Duval 

Palm  Beach 

Broward 

Pinellas 

Dade 


1 
1 
4 
1 
A 
5 
1 
2 
1 
2 
3 
3 
2 
4 
4 
3 
3 
2 
6 
6 
7 
4 
6 
3 

12 

11 
7 

10 
8 
7 
9 

18 


10 
10 
10 
10 
13 
18 
18 
20 
25 
26 
30 
31 
37 
38 
69 


39 

29 

32 

23 

25 

30 

27 

33 

34 

26 

20 

18 

19 

22 

15 

17 

16 

13 

14 

10 

21 

12 

11 

8 

9 

5 

7 

3 

6 

2 

4 

1 


37  , 

/'  4  i 

2C 

507 

7  = 

2S3 

3-5 

040 

7S 

283 

S3 

692 

7  ~ 

955 

69 

030 

103 

047 

38 

187 

97 

715 

\Q^ 

216 

1C4 

764 

205 

334 

69 

305 

120 

,413 

169 

487 

230 

,006 

227 

,222 

490 

,265 

344 

,311 

528 

,865 

348 

.753 

620 

,100 

522 

,329 

1,267 

,792 

196 
952 
727 
586 
134 


Source:   Florida  Bank  Directory,  1971- 
Banker,  1971). 
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It  can  be  seen  from  the  data  tliat  from  1950  to  1969  the  number 
of  banking  offices  in  the  nation  has  increased  by  some  80  percent, 
while,  during  the  same  period,  Florida  experienced  a  growth  from 
205  to  504  or  146  percent  (see  Table  13).   This  increase  v;as  the 
sixth  largest,  percentage-wise,  in  the  nation  and  v/as  the  highest 
among  the  unit  banking  states. 

The  picture  is  significantly  different  when  the  figures 
for  banks  or  bank  charters  rather  tlian  banking  offiL^rs  are  exa-iir.ed . 
While  the  figures  for  unit  banking  states  correspcT,:: ,    ether 
regulatory  sets  have  been  associated  X'.'ith  a  slower  c::   even  negative 
growth  of  bank  entities  over  this  period.   In  face,  "he  nation  as 
a  whole  experienced  a  3  percent  decrease  in  bankin-7  :nj.r~ers.  while 
Florida  enjoyed  a  nation-leading  increase  of  139  p.^^rcer.t. 

The  number  of  banking  offices  and/or  banking  cr.-^rler  ?  are 
rather  empty  measures  unless  related  to  some  other  variatl^. ,  such 
as  population,  which  may  define  the  markets  served.   A  ccr:TAor^ 
measure  used  in  this  area  is  population  per  banking  office.   This 
highly  simplified  ratio  reflects  a  number  of  factors  -  economic 
structure,  population  makeup  and  density,  grov7th  trends,  etc. 
Variance  from  a  given  aggregate  figure  must  be  understood  in  the 
light  of  the  multi-determinants. 

Florida  has  been  typified  by  a  high  ratio  of  population  per 
banking  office  since  the  1930's  and,  throughout  most  of  the  post- 
war period,  has  experienced  the  highest  ratio  in  the  United  States. 
While  banking  offices  have  increased  160  percent  since  1940,  popula- 
tion has  increased  more  than  proportionately  or  by  some  240  percent. 
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TABLE  13 

NIMBER  OF  BANKS  AND  BANKING  OFFICES 

IN  THE  UNITED  STATES  BY  STATES, 

1950  AND  1969 


Number  of  Banks 

Number  of  blanking  Offices 

State 

Percentage 
1950     1969    Change 

Percentage 
1950     1969    Change 

Alabama 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

D.  C. 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iov7a 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island 


225 

11 
232 
212 
154 
112 

38 

19 
199 
397 

43 
891 
486 
663 
612 
385 
165 

63 
164 
182 
442 
680 
201 
600 
110 
418 
8 

58 
324 

51 
629 
225 
150 
659 
386 

70 
971 

16 


268 

13 
248 
162 
257 

66 

19 

14 
461 
428 

26 
1,074 
415 
673 
601 
346 
228 

40 
121 
153 
336 
720 
185 
667 
135 
441 
9 

77 
229 

63 
319 
121 
169 
525 
424 

50 
509 

13 


09 

09 

07 
(-)27 

73 

(-)54 

(-)50 

(-)26 

139 

09 
(-)30 

30 
(-)16 

01 
(-)02 

(-)io 

40 
(-)30 
(-)26 
(-)12 
(-)25 

06 

(-)io 

11 

23 

06 
0 

22 
(-)19 

16 
(-)49 
(-)52 

13 
(-)20 

10 
(-)29 
(-)49 
(-)19 


251 

67 

251 

1,181 

158 

162 

58 

64 

205 

439 

98 

893 

595 

827 

612 

429 

242 

134 

283 

359 

681 

686 

269 

601 

110 

420 

27 

77 

489 

66 

1,415 

443 

172 

885 

387 

172 

1,164 

76 


OSB 


253 

613 


734 
502 
753 
141 
481 
89 
128 

1,119 
185 

2,618 

1,125 
237 

1,738 
484 
370 

2,108 
174 


i64 
61 


l38 
69 


60 
78 


17 


53 

14  4 


11/ 
1-3 
118 


87 
25 
27 
15 

230 
66 

129 

180 
85 

154 
38 
96 
24 

115 
81 

126 


TABLE  13  (Continued) 
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State 


Number  of  Banks 

Percentac 
1950     1969    Change 


Number  of  Banking  Offices 
Percentage 
1950     1969    Change 


South  Carolina 

148 

South  Dakota 

169 

Tennessee 

297 

Texas 

908 

Utah 

55 

Vermont 

70 

Virginia 

313 

Washington 

118 

West  Virginia 

180 

Wisconsin 

552 

Wyoming 

53 

United  States: 

U 

,121 

118 

(-)29 

165 

(-)04 

305 

03 

166 

28 

51 

(-)04 

^U 

(-)36 

233 

(-)26 

92 

(-)22 

195 

08 

604 

09 

70 

32 

13,681 


(-)03 


197 

218 

395 

920 

79 

81 

427 

262 

180 

704 

53 


18,966 


LS'^ 


1^6 
17 
91 
34 

124 
51 

134 

135 
11 
22 


50 


Source:   Annual  Report,  1950,  Federal  Deposit  Insurar.ct  Corpcrc 
Changes  Among  Operating  Banks  and  Branches-  --r9. 
Federal  Deposit  insurance  Corporation. 
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By  the  end  of  1970,  after  two  decades  of  substantial  expansion  in 
banking  facilities,  Florida  continued  to  show  the  highest  ratio 
in  the  nation  with  over  13,000  persons  per  banking  office,  or 
better  than  twice  the  national  average  of  5,921  (see  Table  lA ) . 
An  examination  of  the  population  per  banking  office  data 
for  the  country  shows  that  multi-office  states  consistently  have 
a  population  per  bank  office  figure  12  to  15  perceni;  less  than  the 
uni-office  states.   It  seems  probable  that  a  regulative  sec  permitt 
multi-office  banking  in  Florida  would  lead  to  a  cecrtase  in  the 
population  per  banking  office. 

TABLE  14 

POPULATION  PER  BANKING  OFFICE  AND  PERCEI^rTAGE  -.ii.O'GE . 
FLORIDA  ANT3  UNITED  STATES,  1950-1970 


i-ercentage  Chanct 
1950  1960  197C        195C-1970 


Florida         13,519        15,471        13,313  03 

United  States    7,946         7,216         5,921-^         25 

"  The  U.S.  figure  is  for  1969  due  to  the  unavailability  of  1970 
banking  offices  figures. 

Source:   Statistical  Abstract  of  the  United  States.  1970;  Florida 
Bank  Directory,  1971. 

The  extremely  aggregative  nature  of  this  ratio  denies  its  use 

as  a  general  framework  for  relating  structure  and  number.   However, 

Hotter  and  Carson  have  suggested  there  are  "structural  dimensions 

of  performance"  such  that  "any  additional  banking  office  will  bring 

added  convenience  to  some  group  of  bank  customers." 
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Within  the  franiework  of  a  structural  objective  of  minimizing 
the  costs  of  intermediation,  the  pcpulation/bank  ratio  has  two 
possible  implications.   If  cost  minimization  is  more  likely  to  appear 
under  pure  competition,  then  a  low  population  per  banking  office  is 
desirable  for  this  is  indicative  of  a  relatively  large  number  of 
participants.     Secondly,  the  coses  of  intermediation  are  attected 
by  distance  and  the  increased  convenience  of  a  relatively  large  numDe: 
of  banking  offices  per  capita  may  decrease  the  distance  of  inter- 
mediation and  thereby  decrease  cost.   Thus,  Florida  s  current  uni- 
office  regulation  is  less  than  optimal  in  regards  iic  t:;e  number  of 
banking  offices. 
Bank  Numbers  in  National  and  Regional  Markets 

One  characteristic  of  multi-office  banking  ■.•;hic;-.  xs    rather 
universally  accepted  as  fact  is  that  it  tends  to  prrduc-a  larger 
banks  in  terms  of  total  resources  than  is  possible  unc^r  uhe  uni- 
office  arrangement.   With  very  few  exceptions  the  lar^j.est  banks  in 
the  country  have  more  than  one  office  per  charter."^   One  or  the 
limiting  features  of  participation  in  the  national  input  or  output 
market  is  firm  size.   Because  multi-office  banking  tends  to  lead  to 
larger  banks,  it  tends  to  increase  the  number  of  participants  in 
the  wider  geographical  markets. 

The  problems  of  entry  into  the  larger  markets  under  the  uni- 
office  constraint  is  well  typified  in  Florida.   There  were  76  banks 
in  the  United  States  with  $1,000,000,000  or  more  in  resources  as 
of  December  31,  1970.   None  of  these  banks  are  domiciled  in  Florida. 
In  fact,  Florida's  largest  bank,  the  First  National  Bank  of  Miami ^ 
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is  exceeded  in  size  by  7S  other  banks  located  in  24  different  states 
and  Florida's  next  largest  bank,  the  Atlantic  National  of  Jackson- 
ville, is  one  hundred  and  ninety-seventh  in  total  resources.   It 

v;ould  appear  that  Florida,  the  ninth  largest  state  in  the  union,  has 

22 
no  participants  in  the  national  market. 

In  terns  of  the  cost  of  intermediation,  the  possible  effects 
of  this  situation  are  h^-'c.   In  the  input  market,  the  large  depositor 
must  seek  an  out-of-state  intermediary  or  deficit  unit.   This,  of 
course,  leads  to  an  outward  flow  of  funds  reducing  tn;  vclu-e  of 
funds  available  in  Florida's  output  inarket^-^  and  possibly  increasing 
the  cost  of  intermediation.   The  lack  of  sufficient  f-..r-C£  in  the 
output  market  for  large  in-state  deaanders  means  th^:;  z'-tiLv   costs 
are  increased  by  the  necessity  of  dealing  with  dist:::".-  lenders. 

The  financial  requirements  of  such  projects  a:  Ilsney  ^^'o^ld 
have  been  met  to  a  large  extent  by  large  out-of-st'.z  i  banks.   In 
fact,  W.E.  Allen,  vice-president  of  Barnett  Banks  cf  riorida  suggest 


"Florida  banks,  in  ir^any  cases,  are  not  being  asked 
to  provide  capital  needs  for  large  out-of-state 
firms  doing  business  in  Florida.   They  feel  our 
banks  just  aren't  big  enough  to  handle  the  dollar 
volume  they  need.  .  ." 

The  story  at  the  regional  level  is  much  the  sar.e .   Florida  has 

the  largest  population  of  any  state  in  the  region  and  yet  there  are 

some  eight  banks  in  the  Southeast  larger  than  Florida's  largest  bank 

(see  Table  15).   Further,  there  are  some  28  banks  in  the  region  larger 

than  Florida's  second  largest  bank.   From  a  number  pcint-of-view,  it 

appears  that  Florida  has  ninimal  participation  in  the  regional 

markets  due  to  the  limited  bank  size  which  appears  to  be  consistent 
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TABLE  15 

LARGEST  BANKS  IN  THE  SOUTHEAST 
BY  TOTAL  DEPOSITS,  DECEMBER  31,  1970 


Bank 


Total  Kescurces 


Wachovia  Bank  and  Trust  Co. 
Winston  Salem,  N.C. 

Citizens  and  Southern  National  Bank 
Savannah,  Ga. 

North  Carolina  National  Bank 
Charlotte,  N.C. 

First  Union  National  Bank  of  North  Carolina 
Charlotte,  N.C. 

Virginia  National  Bank 
Norfolk,  Va. 

First  National  Bank  of  Atlanta 
Atlanta,  Ga. 

Trust  Company  of  Georgia 
Atlanta,  Ga. 

First  National  Bank  of  Miami 
Miami,  Fla. 


J-,: 


/  ,  9 1  / 


C?S,363 
C-7 .644 
063,924 
975,288 


Source:   Rand  McNally's  Bank  Directory,  1971  (Chicago:  Rand  McNallj 
and  Co.),  1971. 
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uni-office  regulations.   The  possible  effects  on  the  cost  of 

intermediation  are  as  suggested  for  the  national  market,  and,  of 

course,  the  multi-office  alternative  should  lead  to  a  rapid  increase 

in  the  number  of  Florida  participants. 

Bank  Numbers  in  a  Local,  Non -Metropolitan  Area 

In  considering  the  number  question  at  the  local  level,  it  is 

convenient  to  look  at  metropolitan  and  non-metropolitan  areas 

separately.   Extensive  studies  of  regulations  and  bar.'--  nuiTibers  in 

the  non-metropolitan  areas  have  led  most  authorities  zo   agree  with 

Shull  and  Horvitz  who  investigated  the  average  nuriber  cr  banking 

institutions  per  non-metropolitan  community  in  scares  v.-ith  diirerine. 

regulative  sets.   Their  conclusion  was: 

.  .  .  that  states  vith  unlimited  branching  sr. c-'  a       , 
clear  number  superiority  in  nost  of  these  cc~r ori- 
sons. ^Jhis  is  true  even  in  the  very  small  cctrrr.u- 
nity . 

Such  results  should  not  be  too  surprising.  Zhi-.   requirements 

for  an  economic  base  sufficient  to  support  a  bank  charter  are  much 

more  extensive  than  those  necessary  to  support  a  bar./.ing  clfice. 

The  single  office  constraint  requires  a  location  where  the  supply  ana 

cost  of  inputs  and  the  demand  and  price  for  outputs  are  balanced  in 

such  a  way  that  the  resulting  earnings  are  sufficient  to  satisfy  ail 

of  the  factors  of  production.   However,  the  multi-office  organization 

finds  it  possible  and  even  desirable  to  place  a  facility  wherever 

there  is  need  for  some  part  of  the  intermediation  process.   There 

is  no  requirement  for  any  type  of  input-output  balance  at  any  one 

location.   Thus,  in  non -metropolitan  areas,  where  there  is  often  a 
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chronic  in-balance  in  the  flow  of  funds,  the  number  of  banking  offices 
under  multi-office  banking  is  invariably  greater  than  appears  under  uni- 
office  banking. 

Florida's  non-metrcpclitan  areas  appear  to  suffer  the  common 
fate  of  uni-office  states.   As  noted  before  there  are  three  rural 
counties  in  the  state  which  have  no  banking  offices  au  all.   Tnere 
are  some  thirteen  other  counties  which  have  only  one  banking  office. 
Both  of  these  figures  are  above  the  national  average  and  when 
compared  with  the  numbers  developed  in  the  previous l"  mentioned 
studies  would  indicate  the  nunber  of  banking  offices  in  Florida's 
non-metropolitan  areas  would  be  increased  under  the  -"_l^i-cf f ice 
alternative. 

The  absence  or  fev,--.ess  of  banks  in  such  a  markt .;  would  nave 
the  same  type  of  effect  cr.  the  cost  of  interm.ediatic-.  cs  was  true 
in  the  national  and/or  regional  market  and  so  the  -inimizaticn 
objective  will  be  more  closely  served  by  increased  n'jr:bers. 

Sometimes  the  specter  of  funds  being  "gobbled  up"  b;/  the 
rural  branches  of  large  netropolitan  banks  for  intra-city,  regional 
or  national  use  is  served  up  as  a  reason  for  avoiding  the  multi- 
office  regulatory  environment.   The  implication  of  this  argument 
is,  of  course,  that  the  branch  location  will  result  in  a  net 
outflow  and  local  demands  for  funds  will  go  unmet. 

While  this  argumenn  V7ill  be  considered  empirically  later,  the 
reasoning  can  be  faulted  from  the  point -of -view  of  the  minimization 
objective  on  tvjo  counts.   rirst,  the  macro-aspects  of  minimizing 
the  costs  of  intermediation  imply  the  best  possible  flow  of  funds 
through  the  intermediation  process  in  response  to  the  market  forces 
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present .   If  market  forces  are  such  that  the  demand  for  funds 
exceeds  the  supply  of  funds  in  some  locale,  then  the  costs  of  inter- 
mediation are  best  served  by  that  structure  which  facilitates  the 
fund  flow  in  this  situation  rather  than  impeding  it  by  a  non- 
market  factor  such  as  the  absence  of  a  banking  facility  in  some 
excess  supply  area  because  of  the  unitary  constraint. 

The  second  point,  and  one  that  is  more  micro  in  scope,  is 
that  the  lack  of  a  local  office  does  not  prevent  an  outflow  in  case 
of  a  local  excess  of  supply  over  demand.   In  fact  ^?;=i£  tunds  will 
find  a  depository,  outside  the  local  area,  and  then  zr,e   possibility 
of  an  inflow  to  meet  the  local  demands  that  may  aris-:;  is  less 
likely  than  if  there  was  a  local  facility  through  ■.-r:ich  local 
inflows  and  outflows  could  be  channeled. 
Bank  Numbers  in  a  Local,  Metropolitan  Area 

The  evidence  as  to  the  effect  of  the  regulaiiivt  set  on  bank 
numbers  in  metropolitan  areas  is  not  as  clear.   Ths  difficulty  lies 
in  the  question  of  the  definition  of  the  local  market  in  such  an 
area.   Some  V70uld  take  the  entire  area  as  a  "local  narket"  while 
others  see  the  area  as  constituting  a  number  of  local  narkets.   If 
the  important  aspect  of  banking  numbers  is  banking  offices,  as  has 
been  suggested,  then  the  latter  approach  may  be  the  more  valid 
one. 

Using  such  an  approach,  Schweiger  and  McGee,  among  others, 

found : 

In  a  small  area  (local  market)  such  as  a  neighborhood  or 
suburban  city,  a  branch  bank  system  provides  a  larger 
number  of  firms.   There  are  relatively  more  one-bank  towns 
and  towns  with  no  banks  in  m.etropolitan  areas  with  unit 
banking. 26 


sucn  a 
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This  point  is  well  demonstrated  in  Table  16.  From  the  data, 
it  can  be  seen  that  while  the  number  of  banking  organizations  in  the 
metropolitan  area  is  greater  under  uni-office  banking,  the  number  of 
banking  offices  is  far  greater  under  the  multi-office  situation.  If 
a  metropolitan  area  is  divisible  into  a  number  of  local  markets,  then 
the  probability  of  bank  representation  in  such  markets  is  higher 
where  multi-office  banking  is  allowed.  The  reasons  f 
situation  and  the  effects  on  the  costs  of  intermediaticr.  ar 
same  as  those  suggested  in  the  non-metropolitan  area. 

Florida's  situation  in  its  metropolitan  areas 
b}'  the  rapidly  growing  population.   Although  the  greatest  growth 
in  banking  offices  in  the  state  during  the  post-war  ern  has  occurre 
in  the  larger  counties,  population  increases  have  m£i-;::ined  the 
ratios  at  a  particularly  high  level  (see  Tables  17  ana  i.?;.   in  fac 
evident  from  Table  17  that  the  overall  figures  whicn  snow  Florida 
having  the  fewest  banking  offices  in  relation  to  pcpularicn  in  the 
nation  can  be  largely  accounted  for  in  these  metropolitan  areas 
where  burgeoning  population  continues  to  stay  ahead  of  the  charter- 
ing authority. 

In  summary^it  appears  that  the  number  of  banking  offices 
within  a  state  or  the  number  located  in  any  one  of  the  geographical 
markets  is  a  function  of  regulation.   The  fewest  number  of  banking 
of f ices  appears  under  the  uni-office  constraint  and  the  greatest 
number  of  banking  offices  at  all  levels  is  consistent  with  the 
multi-office  alternative. 
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TABLE  16 


i 


AVER-AGE  NLMBER  OF  BANKING  ORGANIZATIONS 
AND  BANKING  OFFICES  IN  METROPOLITAN  AREAS,  1970 


Population  of 
Standard  Metropolitan 
Statistical  Area 


Statewide    Limited     Unit- 
Branching   Branching    Banking 
States      States      States 


50,000-100,000 
100,000-500,000 
500,000-1,000,000 
1,000,000  and  over 


15 
35 


Banking  Oi 


5 

11 
18 
46 


All  SMSA's 


13 


16 


50,000-100,000 
100,000-500,000 
500,000-1,000,000 
1,000,000  and  over 

All  SMSA's 


93 


Bankine 


19 

10 

40 

35 

112 

89 

353 

368 

X-- 
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Source:   Federal  Reserve  Bulletin,  March,  1970,  p 


TABLE  17 

AVERAGE  POPULATION  PER  BANKING 

OFFICE  AND  PER  COUNTY  IN  FLORIDA  BY 

NUMBER  OF  BANKING  OFFICES  IN  COUNTY,  1970 


Number  of  Banking 
Offices  in  County 


Average  Population 
Number  of      Per  Banking        per 
Counties         Office         County 


None 

1 

2 

3 

4 

5 

6-10 

11-20 

21-38 

Over  39 


3 
1? 
12 
7 
9 
3 
9 
4 
6 
1 


9,273 
6,899 
9,426 
8,539 
.134 
11,760 
10,828 
15,265 
18,373 


13 


4,452 

9,273 
13,799 

28,280 

34,155 

65,671 

900,618 

186,782 

475,770 

1,267,792 


Source:   Derived  from  Table  12- 
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TABLE  18 

POPULATION  PER  BANKING  OFFICE, 
FIVE  HIGHEST  COUNTY  RATIOS  IN  FLORIDA, 
1950  AND  1970 


Popu"iation  Per  Banking  Curice 
County  1550  1""0 


Escambia  18,784  2'^  ■ 

Hillsborough  22,717  1° ■ 

Dade  27,500  IS. 

Duval  30,i02  17, 

Broward  13,126  16. 


Source:  Table  12  and  Census  of  Population,  Bureau  c:.  zr.e  '.:=n3us ,  ^ 
1950.  This  excludes  Nassau  County  which  r.is  ;ne  bank  and 
a  population  estimated  at  20,626. 
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The  costs  of  intermediation  tend  to  be  decreased  as  the 
number  of  banking  offices  increase.   The  decrease  stems  from  the 
increased  participants  in  the  market.   This  causes  the  resulting 
market  structure  to  more  closely  resemble  pure  competition  where 
the  cost  of  intermediation,  at  least  in  part,  may  be  m.inim.ized. 
In  addition,  increased  numbers  means  decreased  distance  between  the 
intermediary  and  its  markets.   The  "structural  dimensi:;ns"  of 
banking  are  strengthened  by  the  increased  convenience  and  the  costs 
of  intermediation  are  decreased  by  the  decreased  disT:  =  r_ce. 

Florida's  bank  number  situation  is  a  result  cf  lis  uni-office 
constraint.   In  every  measure  of  bank  numbers,  Florics  is  less 
optimal  than  multi-office  states  and  in  many  m.easures   "'crida's 
banking  situation  is  among  the  worst  in  the  United  £;-;=s.   There 
seems  to  be  little  doubt  that  if  Florida  moved  to  snr.e  forr.  of 
multi-office  regulation   the  number  of  banking  offices  vculd  in- 
crease and  to  the  extent  such  a  change  would  affect  -hi  cost  of 
intermediation,  these  would  decrease. 

Concentration  Ratios 

Price  theory  identifies  market  structure  not  only  by  the 
number  of  participants  in  the  market,  but  also  by  their  relative 
sizes.   While  the  former  can  be  measured  directly,  the  measurement 
of  relative  size  is  more  difficult.   Normally,  such  a  mieasure  is 
couched  in  terras  of  concentration  ratios.   These  ratios  are 
generally  computed  to  show  the  degree  of  ownership  or  control  of 
a  large  proportion  of  some  aggregate  of  economic  resources  or 
activity  by  a  small  absolute  number  of  economic  units. 
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Theory  holds  that  "the  atomistic  industry,  in  which  seller 

concentration  is  very  lovj,  meets  one  of  the  necessary  conditions 

27 

of  pure  competition."    On  the  other  hand,  it  is  suggested  that  the 

oligopolistic  industry   in  which  seller  concentration  is  high,  is 
more  closely  akin  to  imperfect  competition  and  the  -ore  concentrated 
the  industry  the  further  the  resulting  market  structure  diverges 
from  pure  competition. 

I-Jhile  the  minimization  of  the  costs  of  intemcdiation  does 
not  require  any  specifc  market  structure,  it  is  gsneraily  prtdicted 
that  the  probability  of  such  minimization  varies  dirscLly  wizh  the 
degree  of  competition.   There  is  little  doubt  tha.  al locative 
neutrality  is  maximized  under  pure  ccrrLpetition.   Kcvc;--er,  che  quesLlo; 
of  productive  efficiency  and/or  technical  innovatior  are  roc.  as 
clearly  related  to  a  specific  market  structure  and  era  therefore 
discussed  more  directly  in  a  later  chapter.   The  curri-t  concern 
with  a  concentration  ratio  is  based  on  the  idea  that  such  a  ratio 
gives  information  about  the  existing  market  structure  which  may 
have  an  effect  on  the  cost  of  intermediation  to  the  e-crent  that 
allocative  neutrality  affects  such  costs. 

Concentration  or  relative  size  is  an  important  determinant 
of  competition  within  the  specified  market  area.   However,  the 
question  as  to  what  constitutes  a  banking  market  is,  as  suggested 
earlier,  an  unsettled  one.   Those  who  see  banking  as  a  multi-product, 
multi-area  business  make  little  use  of  the  concentration  ratio 
because  of  the  multitude  of  products,  geographical  areas   and  institu- 
tions involved.   However,  the  uni-product,  uni-area  advocates  place 
great  emphasis  on  such  ratios  as  an  indicator  of  the  degree  of 
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competition.   In  fact,  the  Anti-trust  Division  of  the  Justice 
Department  built  its  case  in  the  Philadelphia -Girard  Case  largely 

O  Q 

on  changes  in  the  concentration  ratios. 

UTnile  these  ratios  have  some  definitional  and  analytical 

29 
difficulties,    some  notice  must  be  given  to  these  ccr.putatLons . 

Their  apparent  computaticrial  simplicity  has  led  to  their  extensive 
use  by  students  of  banking  in  making  judgments  as  to  the  relation- 
ship between  bank  regulaiion  and  market  structure. 

Concentration  ratios  are  often  noted  at  the  szz'a    level  as 
an  approximate  indicator  of  T:^arket  power  in  the  regi'r.al  ir.arket .  .  , 
It  is  evident  in  Table  19  that  concentration  as  measured  by  the 
percent  of  total  deposits  held  by  the  five  largest  bauks  in  the  sta; 
is  highest  in  the  multi-office  regulatory  environr.er.t  and  the  lawes' 
in  the  uni-office  situaticn.   If  the  multi-charter  i u.tt-r.ization  is 
allowed  into  the  picture,  the  degree  of  concentration  in  the  multi- 
office  state  increases  very  little  (+.004),  whereas  the  ratio  for 
unit  banking  states  increases  above  that  of  the  limited  branching 
states  to  a  40.1  percent  figure.   The  final  figure  for  Florida's 
five  largest  banking  groups  and/or  banks  is  34.9  percent  of  total 
deposits  held  by  such  organizations. 

To  the  extent  that  concentration  ratios  affect  the  cost  of 
intermediation  it  would  appear  that  at  the  regional  level,  the  uni- 
office  constraint  has  contributed  to  the  minimization  of  such  costs 
in  Florida.   The  relatively  low  concentration  increases  the  prob- 
ability of  allocative  neutrality  and  thus  may  contribute  to  the 
objective  function. 
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CONCENTRATION  RATIOS  IN  STATES, 

DECK-IBER  31,  196-  AND  1969, 

BY  TYPE  OF  OFFICE  REGULATION 


Type  of  Office  Percent  of  Total  Bepcsits 

Regulation  Held  by  the  Largest  Five  Banks 


Statevjide  Branch  Banking         75.7 
Limited  Branching  40.0 

Unit  Banks  28.6 


Source:   Annual  Report  of  the  Federal  Deposit  Insurar.ct 
Corporation,  1964:  Federal  Reserve  Bulletin, 
March   1970. 


Hovjever,  this  conclusion  must  be  tempered  by  certain  reserva- 
tions about  the  state-wide  concentration  ratio  as  an  indicator  of 
regional  market  power.   Aggregate  deposit  figures  as  used  here  may 
give  little  specific  information  about  a  market.   In  order  to 
ascertain  a  bank's  market  power  in  the  regional  market,  the  con- 
centration ratio  would  reflect  only  those  deposits  which  are  region. 
in  nature.   Using  the  aggregate  measure,  New  York,  for  example, 
with  limited  branching,  has  58  percent  of  all  deposits  in  the  large: 
five  banks.   Hov/ever ,  it  is  likely  that  a  large  oarz  cf  these 
deposits  can  be  assigned  to  the  national  market. 

On  the  other  hand,  low  concentration  in  unit  bar.Mng  states 
m.ay  not  indicate  an  absence  of  market  power,  rather  ',  z   may  be 
indicative  of  the  fact  that  no  banks,  or  a  very  fei.  .  r.a"'£  been 
able  to  attain  the  size  necessary  to  participate  in  tne  regional 
market.   As  noted  before,  there  are  a  number  of  bar.),;:  in  the  South- 
east larger  than  Florida's  largest  bank.   The  low  state -wide 
ratio  in  Florida  appears  to  indicate  a  lack  of  partic i-ation  at  the 
regional  level  rather  than  a  lack  of  concentration  or  market  power 
at  this  level. 
Local  Markets 

At  the  local  market  level  the  concentration  ratios  show  mixed 
results  under  the  different  regulatory  sets.   Data  on  the  propor- 
tion of  deposits  held  by  the  largest,  three  largest,  and  five 
largest  banks  in  some  60  metropolitan  areas  are  presented  in  Table 
20.   Perhaps  the  most  significant  point  to  be  noticed  about  these 
figures  is  that  they  are  consistently  high.   The  largest  bank  holds, 
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TABLE  20 

COx\CENTRATION  OF  TOTAL  DEPOSITS  IN  STANDARD 
METROPOLITAN  AREAS, DECEMBER  31,  1969,  BY  REGULATORY  SET 


Largest  Bank    Largest  3  Banks    Largest  5  Bankj 
or  Bank  Group    or  Bank  Groups     or  Bank  Grcuos 


Statewide 
Branch  Banking 

Limited-Area 
Branch  Banking 

Unit  Banking 

Florida 

Ft.  Lauderdale- 

Hollywood 

Jacksonville 

Miami 

Orlando 

Pensacola 

Tallahassee 

Tampa -St . 
Petersburg 


40.7 

36.7 
31.5 

.21 

.35 
.32 
.45 
.28 
.33 

.27 


81.0 

76.8 
66.8 

.42 
.85 
.74 
.76 
.78 
.94 

.62 


.56 
.92 
.88 
.92 
.95 
1.0 

.78 


Source:   Summary  of  Accounts  and  Deposits  in  All  Comrercial  Banks, 
National  Summary  and  Atlanta  District,  Federal  Deposit 
Insurance  Corporation  June,  1969;  Florida  Bank  Directory, 
1970. 
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on  the  average,  some  35  percent  of  deposits  and  the  five  largest 
hold  over  80  percent.   It  is  evident  that  concentration  ratios  are 
consistently  lower  under  unit  banking,  but  it  is  questionable  as  to 
v;hether  there  is  a  difference  in  allocative  neutrality  in  an  oligo- 
polistic market  showing  75  percent  concentration  in  five  firms  or 
90  percent. 

Bain's  study  of  concentration  suggests  there  are  six  classes 
ranging  from  very  high  (Class  l)  to  atomistic  (Class  VI).   Class  II 
is  characterized  as  being  "highly  concentrated". 

In  general  this  class  is  typified  by  85  to  9C  ;erce-t 
control  of  the  market  by  the  first  eight  sellers  and 
from  65  to  75  percent  control  by  the  first  four,  and 
by  a  competitive  fringe  of  sm.all  sellers  usua  i  -  rang- 
ing from  20  to  30  to  above  100  in  number.  ...   In 
general,  oligopolistic  interdependence  among  zr--  largest 
six  or  eight  firms  must  still  be  very  strong.  .  . 
(but)  the  members  of  the  competitive  fringe  ar£  r.oc    ^^ 
fully  restrained  by  this  oligopolistic  intercer encence .' 

As  noted,  the  lowest  concentration  for  the  five  .argest  banks 
is  found  in  unit  banking  states  -  75  percent.   A  further  investiga- 
tion indicates  the  average  number  of  banks  in  the  local  (SMSA) 
markets  of  such  states  is  more  than  thirty,  but  less  than  a 
hundred.   Based  on  this  limited  information,  it  world  appear  that 
the  least  concentrated  local  banking  markets  would  fall  into 
Class  II  and  all  others  would  be  Class  II  or  Class  I. 

In  attempting  to  relate  concentration  and  performance.  Bain 
could  find  few  if  any  significant  differences  between  Class  I  and 
Class  II  cases.   This  would  suggest  that  at  the  local  market  level 
as  measured  by  the  SMSA,  the  alternative  regulatory  sets  have 
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little  effect  on  bank  performance  through  their  impact  on  con- 
centration ratios. 

It  should  be  recognized  that  Bain's  classification  scheme  is 
far  from  definitive  and  his  concentration/performance  relation- 
ships are  largely  descriptive  and  difficult  to  translate  into 
measureable  variables.   However,  this  is  the  nature  of  the  problem 
and  others  who  have  attempted  quantification  in  this  area  have 
fallen  back  on  Bain  or  made  som.ewhat  similar  arbitrary  cistmcticriS . 

In  the  Philadelphia  Case,  the  Supreme  Court  upheld  the  con- 
tention of  the  Justice  Department  that  control  of  grsizer  tr.an 

30  percent  of  the  "banking  business"  in  the  relevarr  r.-rKet  vould 

be  undue  concentration  and  v/ould  have  a  negative  etitcr  en  per^or- 

31 
m.ance.     An  analysis  has  been  made  of  recent  (1966-:r6^)  cecisions 

of  the  Board  of  Governors  of  the  Federal  Reserve  Systa;:;  in  r.erger 

and  holding  company  decisions.     The  study  indicaleu  tns.t  zre   resuir- 

ing  deposit  concentration  in  merger  or  holding  ccmpar:--  applications 

did  not  become  a  negative  variable  until  it  reached  the  level  of 

31  to  35  percent. 

The  ratios  for  the  Florida  SMSAs  reveal,  with  one  exception, 
higher  concentration  than  is  generally  true  in  unit  banking  states. 
In  fact,  several  of  the  Florida  areas  have  concentration  which 
exceed  that  of  the  average  banking  states.   A  reason  for  the  relatively 
high  Florida  ratios  is  that  they  reflect  holding  company  and  inter- 
locking directorate  relationships  which  are  not  included  in  the 
overall  average  figures. 
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It  would  appear  that  complete  identification  of  ownership 
links  would  bring  most  concentration  ratios,  regardless  of  regulatory 
set,  well  within  the  limits  suggested  by  Bain  for  Class  II  concentra- 
tion or  above  the  minimal  figure  (30  to  35  percent)  suggested  by 
the  Courts  or  the  Federal  Reserve.   In  fact,  the  outstanding 
characteristic  of  these  ratios  is  not  the  structural  differentials, 
but  their  consistently  high  level  under  all  forms  of  bank  organizatior 

In  atte-pting  to  relate  concentration  and  the  zsit   of  inter- 
mediation under  the  different  regulatory  sets  at  the  l^-cal  level,  we 
are  led  to  a  rather  non-definitive  conclusion.   To  the  e::ten-  that 
concentration  ratios  are  predictors  of  the  cost  of  intern^eciation 
in  terms  of  allocative  neutrality,  the  regulatory  se^  ap~ears  to 
be  a  non-determining  variable  or  the  concentration  r.i;L..s  as  measured 
are  not  a  valid  indication  of  market  power. 

Another  possible  measure  of  local  banking  marke::;  is  the  county 
perimeter.   Several  of  the  limited  branching  states  have  adopted 

geographical  restrictions  which  imply  the  homogeneity  of  the  county 

33 

and  the  local  market.     In  fact,  the  Philadelphia -Girard  decision 

appeared  to  impute  local  market  significance  to  county  boundaries. 

An  exam.ination  of  the  county  concentration  ratios  for  Florida 
(Table  21)  reveals  a  rather  high  degree  of  deposit  concentration 
when  the  holding  company  and  affiliated  group  relationships  are 
recognized.   In  fact,  65  percent  of  the  counties  show  more  than 
76  percent  of  the  deposits  in  the  county  concentrated  in  two  or 
less  banks  and  some  90  percent  of  all  counties  have  more  than 
76  percent  of  their  deposits  in  five  or  less  banks. 


TABLE    21 

A   SUI-IMARY   OF   DEMAND    DEPOSIT   CONCENTRATION,!*^ 
FLORIDA,    BY   COUNTY,"    DECEMBER,    196r"'' 
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Concentration 
Ratio 


Less  than  .50 
.50  -.75 
.76  -.85 
.86  -1.0 


1  Bank    2  Banks    3  Banks 


.40 
.35 
.01 
.24 


.14 
.21 
.14 
.51 


.06 
.10 
.10 
.73 


.10 
.05 
.85 


Source:   Compiled  from  Table  24. 

These  figues  do  not  include  three  counties,  Gia'je::-.  i.iberLy, 
and  Wakula,  which  have  no  banks. 

""The  percent  of  counties  with  the  indicated  concen-rsticn  ratios 
and  bank  numbers . 
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These  figures  appear  to  confirm  the  pattern  of  relatively- 
high  concentration  found  in  the  Florida  SMSA's.   Thus,  it  would  appear 
that  the  cost  of  intermediation  in  Florida  as  affected  by  concentra- 
tion ratios  in  the  local  market  would  not  be  increased  substantially 
by  a  change  in  the  regulatory  set. 

As  a  matter  of  fact,  there  is  a  relatively  high  probability 
that  multi-office  banking  would  result  in  an  increase  ot  banking 

offices  in  the  local  non -metropolitan  area  and  the  degree  of  concent ra- 

35 

tion  in  this  sub-market  would  decline.     Certair.iv  -e  novo  entry 

into  Florida's  "low-bank"  counties  would  decrease  cc- ;e.- trat  ion  while 
increasing  the  level  and  spirit  of  competition.   Wh:^le  a  merger  or 
conversion  entry  does  not  achieve  the  sam.e  result.  -'  snou-d  oe 
noted  (Table  22)  that  in  terms  of  numbers,  the  pri-cr-  impact  of 
multi-unit  banking  on  the  banking  industry  has  been  ;r.rcugn  de_  novo 
branches . 

Entry 
The  condition  of  entry  into  the  industry  is  also  closely 
related  to  the  resulting  market  structure.   It  is  theorized  that 
the  degree  of  freedom  present  in  entry  reflects  the  force  of  potential 
competition  as  a  regulator  of  the  m.arket  conduct  of  the  existing 
firms.   The  fewer  the  entry  restrictions,  the  closer  the  resulting 
market  V7ill  be  to  pure  competition,  ceteris   paribus  . 

Entry  conditions  tend  to  affect  the  cost  of  intermediation 
in  two  ways.   First,  if  freedom  of  entry  is  associated  with  price 
competition,  then  increasing  ease  of  entry  contributes  to  a  more 
competitive  market  structure.   The  allocative  neutrality  subfunction 
of  the  cost  of  intermediation  is  maximized  in  the  purely  competitive 
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TABLE  22 

DE  NOVO  BRANCHES  AND  BRANCHES  ESTABLISHED 
THROUGH  MERGERS,  1946-1971 


Ratio  of 

De 

Novo 

De  Novo  Branches 

Year 

Branches 

Conversion 

Total 

to  Total 

1946 

141 

54 

195 

.72 

1947 

147 

55 

201 

.73 

1948 

152 

56 

208 

.73 

1949 

158 

58 

216 

.73 

1950 

179 

71 

250 

.72 

1951 

234 

58 

292 

.SO 

1952 

215 

82 

297 

.73 

1953 

280 

92 

372 

.75 

1954 

341 

174 

515 

.66 

1955 

442 

203 

645 

.65 

1956 

522 

166 

688 

.75 

1957 

501 

134 

635 

.78 

1958 

540 

126 

656 

.81 

1959 

584 

148 

732 

.79 

1960 

771 

107 

878 

.87 

1961 

788 

126 

914 

.86 

1962 

874 

164 

1,038 

.84 

1963 

1 

,065 

139 

1,204 

.88 

1964 

1 

,025 

121 

1,146 

.88 

1955 

1 

,074 

129 

1,203 

.89 

1966 

1 

,096 

113 

1,209 

.90 

1967 

1 

,090 

117 

1,207 

.90 

1968 

1 

,105 

122 

1,227 

.90 

1969 

1 

,244 

132 

1,376 

.90 

1970 

1 

,493 

129 

1,622 

.92 

Source : 

February 

issues 

of  the  Federal 

Reserve 

Bulletin,  19^7-1971. 
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market  and  thus  entry  conditions  may  affect  the  cost  of  inter- 
mediation through  their  inpact  on  structure  and  allocative  neutrality. 
In  addition,  the  num.ber  of  bank  offices  is  related  to  entry  conditions 
and  as  noted  earlier,  the  "convenience"  variable  associated  with 
bank  numbers  has  an  effect  on  the  cost  of  intermediation. 

An  examination  of  bank  numbers  in  Florida  suggests  that  entry 
has  been  relatively  difficult  to  achieve  under  its  uni-cf±ice 
regulation.   Earlier  computations  indicated  that  ban.v  nunibers  are 
particularly  low  in  Florida  and  the  73.5  banks  per  T.illicn  in 
population  is  the  lowest  in  the  United  States.   In  lac.  it  nas 
teen  estimated  "that  155  additional  banks  would  be  rec -irdd  to  give 
Florida  the  same  ratio  of  banks  to  population  as  the  -----it  least 
banked  state.  .  .  .""^^   Further,  it  is  suggested  Ihaz    rhers  is  no 
apparent  reason  why  Florida  should  require  so  man}-  fever  oanks  in 
relation  to  its  population  than  any  other  state." 

It  can  be  seen  from  the  previous  data  on  the  r.u-ber  of  banking 
offices  in  the  individual  states  and  their  increase  over  the  last 
eighteen  years  (Table  13)  that  although  Florida  has  experienced 
a  substantial  increase  in  banking  offices  over  this  period,  it 
was  exceeded  in  percentage  increase  by  several  other  states   While 
Florida  has  been  a  leader  in  most  other  demographic  and  economic 
changes,  it  has  lagged  in  banking  offices.   Undoubtedly,  there  are 
several  reasons  for  such  a  lag,  but  it  appears  reasonable  to  assume 
one  of  the  major  contributors  has  been  the  relative  difficulty  of 
entry  under  the  uni-office  restriction. 
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The  information  presented  in  Table  23  tends  to  support  the 
a  priori  argument  suggested.   The  several  states  presented  in  the 
table  have  the  common  characteristic  of  rapid  growth  over  the  last 
tv70  decades.   However,  Florida  is  the  only  state  in  the  group  which 
has  the  uni-office  regulatory  set.   Coincidental  with  this  difference 
is  the  startling  dissimilarity  in  the  population  per  banking  office 
figures.   The  Florida  figures  are  more  than  double  those  of  9.ny   of 
the  other  states.   A  look  at  a  fev/  of  the  more  in;por'j:int  deir.cgraphic 
and  economic  characteristics  of  these  states  indicat-:"  that  the  two 
items  in  which  Florida  consistently  differs  from  all  of  the  oiiher 
states  is  the  regulatory  set  and  the  population  per  cankir.g  office. 
The  obvious  inference  is  that  it  is  more  difficult  -r^  establish 
a  banking  location  in  Florida  because  of  the  uni-offic-j  constraint. 


Other  studies  have  also  indicated  that  entry  ii,-  easier  to 
achieve  under  the  multi-office  regulatory  set.  The  econor.ic 
barriers  to  entry  are  not  excessively  high  in  the  banking  industry 
and  these  are  even  lower  when  the  banking  need  can  be  n.st  by  a 
branch  rather  than  a  new  banking  entity.  However,  the  primary 
barrier  for  a  prospective  entrant  is  regulatory  as  entry  cannot  be 
achieved  without  the  approval  of  the  appropriate  regulatory  autnoriti; 

By  law,  the  bank  chartering  authorities  must  consider  the 
effects  of  new  bank  entry  on  bank  safety.   Specifically,  they  want 
to  avoid  bank  failures  and  the  primacy  of  this  interest  requires 
the  regulatory  authorities  to  maintain  a  conservative  chartering 
stance.   A  new  entrant  always  poses  the  possibility  that  the  market 
will  not  be  able  to  sustain  all  participants.   If  the  existing 
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banking  offices  are  branches  and  the  applicant  is  likewise,  the 
authorities  can  afford  to  take  a  more  liberal  attitude.   If  a 
branch  proves  to  be  unprofitable,  it  can  be  closed  and  accounts 
transferred  to  another  office  with  no  public  loss  and  little  in- 
convenience.  On  the  other  hand,  the  disappearance  of  a  unit  bank 
involves  an  evaporation  of  the  money  supply  and  requires  federal 
assistance  to  avoid  a  major  local  catastrophe. 

In  addition,  there  are  other  features  of  multi-oiif ice  banking 
which  make  it  easier  to  achieve  market  penetration.   The  branching 
application  presents  the  chartering  authority  with  a  ^er  ot    known 
quantities  as  far  as  management,  financial  history,  and  otmi: 
chartering  standards  are  concerned.   The  conservative  .-^erlge  or  the 
regulatory  authorities  in  considering  the  unkno\vTi  fea-„ren  of  a 
unit  bank  application  may  be  tempered  when  consider  in,_:  ine  branch- 
ing application 

The  relationship  suggested  earlier  betvjeen  allocative  neucraliz 
convenience,  and  ease  of  entry  leads  to  the  conclusicr.  that  the  cost 
of  intermediation,  as  affected  by  these  factors,  will  be  minimized 
when  the  multi-office  regulative  set  is  present.   The  large  number 
of  counties  in  Florida  which  have  one  or  less  banking  offices 
would  be  reduced  or  eliminated  and  the  extremely  high  number  of 
people  per  banking  office  would  be  reduced. 

Summary 

In  pursuit  of  an  audit  of  the  Florida  banking  regulatory  set, 
we  have  begun  the  task  of  identifying  the  characteristics  of  current 
Florida  banking  and  how  these  relate  to  the  optimal  set.   This 
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chapter  has  focused  on  market  structure  as  a  separate  and  identi- 
fiable subset  of  the  universe  of  characteristics. 

In  order  to  consider  market  structure,  the  question  of  bank 
markets  had  to  be  examined.   ViTiile  there  are  several  alternatives, 
the  inquiry  V7as  cast  in  terms  of  the  polar  positions,  the  multi- 
product,  multi-area  approach  versus  the  uni-product,  uni-area 
approach.   This  study  assumes  that  the  nature  of  bank  markets  is 
more  closely  akin  to  the  former.   Hov.-'ever,  the  analycis  does  exam.ine 
relationships  which  might  arise  under  either  approa-.h  i-  order  to 
establish  that  the  conclusions  regarding  structural  or-imalitv 
will  be  the  same. 

The  structural  alternatives  were  examined  and  z::a   "ossible 
combination  of  charter  and  office  number  restriction;  -.r-c-re  con- 
sidered.  Florida's  existing  regulatory  set  which  res-^lrs  in  multi- 
charter,  uni-office  combinations  was  examined  in  som>r  cerail. 

Having  developed  the  definitional  status  of  bank  markets 
and  delineated  the  existing  regulatory  set,  we  proceeded  to  examdne 
specific  characteristics  associated  v.-ith  market  structure.   In 
every  measure  of  bank  numbers,  Florida  is  less  optim.al  than  m.ulti- 
office  states  and  in  many  measures,  Florida's  banking  office 
situation  is  the  worst  in  the  United  States.   There  seems  little 
doubt  that  if  Florida  moved  to  some  form  of  multi-office  regulation, 
the  number  of  banking  offices  would  increase. 

The  relative  size  of  the  market  participants  was  examined 
in  terms  of  concentration  ratios.   While  such  ratios  have  serious 
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limitations   their  common  use  required  some  analytical  comiTient.   At 
the  state  level  the  degree  of  concentration  tends  to  be  lower  under 
the  uni-office  regulatory  set.   However,  in  many  imit  banking 
states  such  as  Florida,  such  low  ratios  may  indicate  a  lack  of 
participation  in  the  regional  market  rather  than  a  T.ore  equal 
distribution  of  market  power. 

At  the  local  level,  where  the  uni-office,  uni-product  pro- 
ponents concentrate  their  analysis,  it  would  appear  that  the  proper 
identification  of  ov/nership  links  would  bring  most  crnctr.tration 
ratios,  regardless  of  regulatory  set,  to  an  oligopclit cic  level  as 
defined  by  Bain.   The  relatively  high  level  of  c  ones-. '^ration  found 
in  multi-office  states  at  the  local  level  are  likevi -e  present  in 
such  unit  banking  states  as  Florida.'  As  a  matter  ci    :>ct.  tr.ere  is 
a  high  probability  that  multi-office  banking  wouiri  resu" t  in  a 
decrease  in  concentration  in  non-metropolitan  areas  in  Florida 
where  it  is  not  unusual  to  have  all  of  the  deposits  concentrated  in 
one  or  tv;o  banks.   However,  in  general,  it  appears  that  to  the  extent 
that  concentration  ratios  are  predictive  in  term.s  of  allccative 
neutrality,  the  regulatory  set  has  a  limited  effect  at  the  local 
level. 

Finally,  ease  of  entry  was  examined  indirectly  under  the  alter- 
native regulative  sets.   The  conclusion  was  that  bank  entry  V7as 
easier  under  the  multi-office  set.   Florida's  "under-banked" 
condition  with  some  25  percent  of  its  counties  having  fewer  than 
two  banks  can  be  attributed,  at  least  in  part,  to  the  entry  difficulties 
under  the  uni-office  regulatory  scheme. 
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TABLE  2^ 

CONCEr^rR.'\TION  OF  DEMAND  DEPOSITS  IN  FLORIDA, 
BY  COUNTY,  DECE>ffiER,  1969- 


Percentace  of  Total  Demand  Deposits  Held  by  the 
Indicaced  Number  of  Banks  or  Bank  Groups 


County 

1  Bank 

2  Banks 

3  Banks 

4  Banks    5 

Banks 

Alachua 

.43 

.61 

.78 

.85 

.92 

Baker 

Bay 

Bradford 

Brevard 

Broward 

1.0 
.50 
.65 
.24 
.21 

.90 
1.0 
.39 
.33 

1.0 

.51 
.42 

.62 

.70 
.56 

Calhoun 

1.0 

- 

- 

' 

Charlotte 

.54 

1.0 

- 

■ 

Citrus 

Clay 

Collier 

Columbia 

Dade 

1.0 

.42 
.48 
.53 
.27 

.78 
.94 
.78 
.36 

1.0 
1.0 
1.0 

.44 

- 

.57 

DeSoto 

1.0 

- 

~ 

Dixie 
Duval 
Escambia 

1.0 

.35 
.28 

.64 
.53 

.85 
.78 

.8- 

.92 
.95 

Flagler 

I.O 

- 

- 

"* 

Franklin 
Gadsden 

1.0 
.50 

.80 

.92 

1.0 

- 

Gilchrist 

1.0 

- 

~ 

' 

Glades 

NB 

Gulf 

.70 

1.0 

- 

" 

Hamilton 

1.0 

- 

~ 

Hardee 

.72 

1.0 

- 

~ 

Hendry 
Hernando 
Highlands 
Hillborough 

.72 
.70 
.54 
.36 

1.0 

1.0 
.72 
.65 

.89 
.80 

1.0 
.83 

.85 

Holmes 

Indian  River 
Jackson 

1.0 
.69 
.43 

.90 
.75 

1.0 

.94 

1.0 

- 

Jefferson 

1.0 

- 

~ 

Lafayette 
Lake 
Lee 
Leon 

1.0 
.19 
.35 
.33 

.36 
.70 
.64 

.52 
.82 
.94 

.64 
.89 
.96 

.76 
.93 
1.0 

Levy 

.56 

1.0 

" 

"Concentration 

ratios  cor 

;puted  to  ta 

Ke  into  consideration 

holding 

companies  and 

interlock: 

ng  director 

ates.   See 

Table  25. 

TABLE  24  (Continued) 
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County 


1  Bank 


2  Banks    3  Banks    4  Banks    5  Banks 


Liberty 

NB 

Madison 

.66 

I.O 

- 

Manatee 

.38 

.73 

.86 

Marion 

.33 

.61 

Martin 

.61 

.83 

.94 

Monroe 

.47 

.79 

1.0 

Nassau 

1.0 

- 

- 

Okaloosa 

.26 

.43 

.58 

Okeechobee 

1.0 

- 

- 

Orange 

.45 

.62 

.76 

Osceola 

.52 

.85 

1.0 

Palm  Beach 

.13 

.25 

.36 

Pasco 

.57 

.85 

1.0 

Pinellas 

.17 

.31 

.42 

Polk 

.24 

.37 

.50 

Putnam 

.69 

.87 

1.0 

St.  Johns 

.54 

1.0 

- 

St.  Lucie 

.62 

.85 

1.0 

Santa  Rosa 

.49 

.83 

1.0 

Sarasota 

.28 

.57 

.73 

Seminole 

.40 

.70 

.94 

Sumter 

.54 

1.0 

- 

Suwanee 

.81 

1.0 

- 

Taylor 

.52 

1.0 

- 

Union 

1.0 

- 

- 

Volusia 

.20 

.38 

.56 

Wakula 

NB 

Walton 

.70 

1.0 

- 

Washington 

1.0 

- 

- 

1.0 


,69 


.0 
.97 


.85 
,92 
.53 
.61 


.87 


.82 


Source:   Computed  from  data  supplied  to  the  Bureau  of  Economic  and 
Business  Research,  University  of  Florida  bj'  the  Florida 
Bankers  Association. 
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Speculation  as  to  the  effect  multi-unit  banking  may  have  on 
the  regulatory  authority's  attitude  toward  new  entry  suggests 
another  point,  not  specifically  restricted  to  the  entry  question, 
but  significant  from  the  cost  of  intermediation  viewpoint.   The 
Comptroller  of  the  Currency  expressed  the  idea  well  i.'hen  he  pointed 
out  that  under  multi-office  banking,  entry  limitations  would 
continue  in  force  and  the  regulatory  authorities  x^'ould  still  stand 
between  the  demand  for  entry  and  an  increase  in  the  cost  of  inter- 
mediation due  to  "overbanking"  or  concentration- 

Therefore   greater  power  to  allow  the  formation  of 
branches  Xv^ould  merely  add  to  the  discretionary  i:;_thcrity 
of  the  regulatory  agencies.   Equipped  with  a  -.o"i  excansive 
range  of  alternatives,  the  banking  authorities  vo-jld  be 
in  a  better  position  to  choose  the  precise  nsar.o  of  bank 
expansion  most  suitable  to  serve  the  needs  ci    iooividual 
banking  markets,  and  most  likely  to  provide  r:;-o  required 
services  and  facilities  at  the  'ovjest  costs.  "^ 

The  need  for  an  increase  in  banking  services  ioi  a   given  market 
must  be  met  by  a  new  charter  under  the  uni-office  rtgolator^o  set. 
However,  the  regulatory  authority  has  multiple  alternatives  under 
the  multi-office  set  and  therefore  there  is  a  greater  probability 
that  the  regulatory  response  to  a  given  banking  need  "..'ill  be 
prompter  and  more  appropriate. 

In  terms  of  the  objective  function  of  minimizing  the  cost  of 
intermediation,  it  appears-  that,  in  the  context  of  market  structure, 
the  characteristics  which  emerge  under  the  multi-office  regulatory 
set  are  more  consistent  with  the  objective  than  those  which  evolve 
under  the  uni-office  constraint. 
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The  productive  efficiency  desiderata  that  is  a  part  of  the 
total  objective  function  is  certainly  affected  by  the  locational 
or  convenience  cost  associated  with  bank  numbers.   If  multi-office 
banking  in  Florida  would  result  in  a  greater  number  of  banking  offices, 
then  the  efficiency  of  the  intermediation  process  could  be  in-iproved 
as  the  number  of  locations  without  a  bank  would  necessarily  be 
reduced.   The  inconvenience  and  inefficiency  of  distani  inter- 
mediation would  be  reduced  and  the  resulting  costs  vouid  be  iike- 
vjise  affected. 

The  desired  allocative  neutrality  that  is  part  rf  the  overall 
objective  is  a  function  of  the  level  of  competition  wiz'nin  the 
markets  in  question.   The  evidence  indicates  that  ir.  ;  ;rr.s  of  bank 
number,  market  pov^er,  and  entry  the  characteristics  -.:-.-zn   would 
evolve  in  Florida  under  the  multi-office  set  are  mere  likely  to 
minimize  the  cost  of  interr'ediation  through  allocati\t.  neutrality 
than  those  which  have  evolved  under  the  existing  uni-'ffice 
constraint . 

The  safety  of  deposits  objective  is  also  best  served  in  the 
context  of  market  structure  under  the  multi-office  set.   The 
primary  reason   that  the  regulatory  agent  could  take  a   more  liberal 
entry  attitude  in  Florida  under  the  r.ulti-of f ice  set  is  that  banking 
needs  and  facilities  could  be  more  closely  matched  and  the  risk  of 
a  mis-match  would  be  reduced.   Further,  the  fund  mobility  and  risk- 
pooling  that  is  characteristic  of  multi-office  banking  reduce 
depositor  risk  and  thus  would  contribute  to  a  minimization  of  the 
cost  of  intermediation  in  Florida. 
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TABLE  25 

BANKING  RELATIONSHIPS  IN  FLORIDA,  DECEMBER  31,  1970 

Most  banks  in  Florida  are  related  in  some  way  to  other  banks. 
This  relationship  takes  a  variety  of  forms.  It  may  be  as  a  member 
of  a  holding  company,  a  -er.ber  of  a  chain,  an  affiliate  of  a  larger 
bank,  or  one  of  several  bar.ks  with  an  interlocking  directorate.  In 
fact,  some  72  percent  of  the  banks  in  Florida,  holding  89.6  percent 
of  total  deposits  had  some  rulci-bank  relationship.  The  data 
v/hich  follov;  indicate  the  groupings  which  these  pseudo-unic  banks 
have  developed. 

REGISTEF^j  dAM;  HOLDING  COMPANIES 
BANK*  12^ 


;e?osits 


$6-5. -:^C,  GOO  (4.6%)^"' 


Atlantic  Banccrporation 

First  Atlantic  Naticr.al  Bank,  Daytona  Beach 
Westside  Atlantic  Bank,  Daytona  Beach 
First  National  Bank.  Gainesville 
Hastings  Exchange  Bank,  Hastings 
Atlantic  National  Ear.k .  Jacksonville 
Lake  Forest  Atlantic  Bank,  Jacksonville 
Nomancy  Atlantic  Bank,  Jacksonville 
Southside  Atlantic  Lank,  Jacksonville 
Springfield  Atlantic  Bank,  Jacksonville 
V.'estside  Atlantic  Bank,  Jacksonville 
Lake  Wales  Bank  and  Trust,  Lake  Wales 
Atlantic  Bank  of  Orlando,  Orlando 
Palatka  Atlantic  National  Bank,  Palatka 
Exchange  Bank,  St.  Augustine 
Sanford  Atlantic  Bank,  Sanford 
Atlantic  National  Bank,  West  palm  Beach 
Atlantic  National  Bank,  Winter  Park 

Barnett  Banks  of  Florida,  Inc.  677,854,000(5.2%) 

City  National  Bank  a  Trust  Co.,  Clearwater 
Barnett  First  National  Bank,  Cocoa 
Barnett  First  National  Bank.  Deland 
Barnett  First  National  Bank,  Jacksonville 
Murray  Hill  Barnett  Bank.  Jacksonville 
Regency  Square  Barnect  Bank.  Jacksonville 
San  Jose  Barnett  Bank,  Jacksonville 
Brickell  Bank,  Miani 


-'■  Includes  acquisitions  pending  and  charters  applied  for. 
""Percent  of  total  deposits  in  Florida. 
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TABLE  25  (Continued) 

BANK  TOTAL  DEPOSITS 

Barnett  Banks  of  Florida,  Inc.  (cent.)  $645,440,000(4.6%) 

Munroe  and  Chambliss  National  Bank,  Ocala 

Munroe  and  Chambliss  National  Bank  of 
East  Ocala,  Ocala 

First  Bank  and  Trust  Company,  Pensacola 

Barnett  Bank  of  Anastasia  Island,  St.  Augustine 

St.  Augustine  National  Bank,  St.  Augustine 
..  Barnett  National  Bank,  St.  Petersburg 

Tropical  Bank  and  Trust  Co.,  Sebring 

Tallahassee  Bank  and  Trust  Co.,  Tallahassee 

Tallahassee  Bank  North,  Tallahassee 

American  National  Bank  and  Trust  Co., 
Winter  Haven 

Cypress  Gardens  American  National  Bank, 
Winter  Haven 

First  National  Bank,  Winter  Park 

Fidelity  National  Bank,  South  Miami 

International  Bank,  Tampa 

Barnett  First  National  Bank,  Altamonte  Springs 

American  Bank,  Auburndale 

Barnett  Bank,  Daytona  Beach 

Barnett  Bank,  Orlando 

Barnett  Mall  Bank,  Winter  Park 

Broward  Bancshares,  Inc.  2-^3.986.000(1.7%) 

Broward  National  Bank,  Ft.  Lauderdale 
Coral  Ridge  National  Bank,  Ft.  Lauderdale 
Ft.  Lauderdale  National  Bank,  Ft.  Lauderdale 
Lauderdale  Lakes  National  Bank,  Lauderdale  Lakes 


Central  Bancorp  111,332,000(0.5%) 

Central  Bank  and  Trust  Co. ,  Miami 
Central  Bank  of  North  Dade,  Miami 
Central  National  Bank,  Miami 

Charter  Bankshares  Corp.  24^^,366,000(1.7%) 

Commercial  Bank,  Gainesville 
Bank  of  Gulf  Breeze,  Gulf  Breeze 
Citizens  Bank,  Lehigh  Acres 
Harbor  City  National  Bank  of  Eau  Gallie, 

Melbourne 
First  National  Bank»  Milton 
Exchange  Bank,Palatka 
Commercial  National  Bank,  Pensacola 
First  National  Bank,  St.  Petersburg 
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TABLE  25  (Continued) 

BANK 

Citizens  Bancshares  of  Florida,  Inc. 

Citizens  National  Bank,  Davie 

Citizens  National  Bank,  Holljvood 

Citizens  National  Bank  of  V.'est  Holly\-/ood. 

HollyT'Jood 

Citizens  National  Bank,  Miani 

City  National  Bank  Corp. 

City  National  Bank,  Coral  Gables 

City  National  Bank,  Miami 

City  National  Bank,  Miaini  Beach 

Commercial  Bancorp,  Inc. 

First  State  Bank,  Lantana 

Bank  of  Kendall,  Miami 

Commercial  Bank  and  Trust  Co.,  Miami 

Merchants  Bank,  Miami 

Bank  of  Palm  Beach  and  Trust  Co 


TOTAL  DEPOSITS 
$88,779,000(0.6%) 


007,000(1 


100.000fl.2v 


Palm  Beach 


Exchange  Bancorporation 

Gulf-to-Bay  Bank  and  Trust  Cc .  ,    Clear^^'ater 
Bank  of  Central  Florida,  Kaines  City 
Exchange  National  Bank.  Tampa 
Exchange  Bank,  Temple  Terrace 
Exchange  National  Bank,  Winter  Haven 
Exchange  Bank,  North  Winter  Haven 

First  at  Orlando  Corp. 

Central  Brevard  National  Bank,  Cocoa 

Commercial  Bank,  Daytona  Beach 

Peninsula  State  Bank,  Daytona  Beach  Shores 

St.  Lucie  County  Bank,  Ft,  Pierce 

Citizens  Bank,  Gainesville 

Exchange  Bank,  Holly  Hill 

First  National  Bank,  Lake  Wales 

First  National  Bank,  Leesburg 

First  National  Bank,  Melbourne 

Central  Park  First  National  Bank,  Orlando 

College  Park  First  National  Bank,  Orlando 

First  National  Bank,  Orlando 

Pine  Hills  First  National  Bank,  Orlando 

Plaza  First  National  Bank,  Orlando 

South  Orlando  First  National  Bank,  Orlando 

Citizens  State  Bank,  St.  Cloud 

St.  Johns  River  Bank,  Jacksonville 

Tampa  Bay  Bank,  Tampa 


)(2.3- 


^4.638,000(4.1%) 
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TABLE  25  (Continued) 

BANK  TOTAL  DEPOSITS 

First  Bancshares  of  Florida,  Inc.  $  128  ,203  ,000(0.  97„) 

First  Bank  and  Trust.,  Boca  Raton 

University  National  Bank,  Boca  Raton 

First  National  Bank  and  Trust  Co.,  Riviera  Beach 

Citizens  Bank  of  Palm  Beach  County,  West 
Palm  Beach 

First  Financial  Corp.  594,349,000(4.2%) 

First  National  Bank.  Brooksville 
First  National  Bank.  Lakeland 
First  National  Bank,  Plant  City 
First  National  Bank,  Punta  Gorta 
Broadway  National  Bank,  Tampa 
First  National  Bank,  Tampa 
Second  National  Bank,  Tampa 
Inter  City  National  Bank,  Bradenton 
First  National  Bank,  Kissiramee 
Union  Trust  National  Bank,  St.  Petersburg 
Bayshore  State  Bank,  Bradenton 

First  Florida  Bancorporation  - — ; ,  /  5  i  ,000(3  .2,'.-; 

Desoto  National  Bank,  Arcadia 
First  State  Bank,  Ft.  Meade 
State  Bank  of  Haines  City,  Kaines  City 
State  Bank  of  Arlington,  Jacksonville 
State  Bank  of  Jacksonville,  Jacksonville 
National  Bank  of  Melbourne  and  Trust  Co., 

Melbourne 
National  Bank  of  West  Melbourne,  Melbourne 
Bank  of  Mulberry,  Mulberry 
Okeechobee  County  Bank,  Okeechobee 
Orlando  Bank  and  Trust  Co. ,  Orlando 
Liberty  National  Bank,  St.  Petersburg 
Florida  State  Bank,  Sanford 
United  State  Bank  of  Seminole,  Sanford 
Commercial  Bank  at  Tampa,  Tampa 
Marine  Bank  and  Trust  Co.,  Tampa 
Midway  Bank,  Tampa 
Bank  of  Zephyrhills,  Zephyrhills 
Ormond  Beach  First  National  Bank,  Ormond 

Beach 
Volusia  County  National  Bank,  Ormond  Beach 
Bank  of  Tavares ,  Tavares 
State  Bank  of  North  Jacksonville,  Jacksonville 


"•wamvuf^  -Jtmv  9Jin^afea^ffbirxtwr*^wn^r^-^wui^fsgv^vfv?>.  j  ^■'^^.^ 
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TABLE  25  (Continued) 

BANK  TOTAL  DEPOSITS 

Florida  National  Banks  of  Florida,  Inc.         $1,063,013,000(7.67,) 
Florida  National  Bank,  Bartow 
Florida  First  National  Bank,  Belle  Glade 
Florida  Bank,  Bushnell 
Florida  Bank,  Chipley 
Florida  National  Bank,  Coral  Gables 
Florida  Bank  and  Trust  Co. ,  Daytona  Beach 
Florida  Bank,  Deland 
Florida  First  National  Bank,  Fernandina 

Beach 
Florida  Bank,  Ft.  Fierce 
Florida  National  Bank,  Gainesville 
Florida  Dealers  and  Growers  Bank,  Jacksonville 
Florida  National  Bank,  Jacksonville 
Florida  National  Bank  at  Arlington, 

Jacksonville 
Florida  National  Bank  at  Lake  Shore, 
Jacksonville, 

Florida  Northside  Bank,  Jacksonville 
Florida  First  National  Bank,  Key  West 
Florida  National  Bank,  Lakeland 
Florida  First  National  Bank,  Madison 
Florida  National  Bank  and  Trust  Co.,  Miami 
Florida  First  National  Bank,  Ocala 
Florida  First  National  Bank,  Opalocka 
Florida  National  Bank,  Orlando 
Florida  First  National  Bank,  Pensacola 
Florida  First  National  Bank  at  Brent, 

Pensacola 
Florida  National  Bank, Perry 
Florida  First  National  Bank,  Port  St.  Joe 
Florida  National  Bank,  St.  Petersburg 
Florida  Bank,  Starke 

Florida  First  National  Bank,  Vero  Beach 
Florida  National  Bank  and  Trust  Co., 

West  Palm  Beach 


Jefferson  Bancorp,  Inc.  50,355,000(0.3/') 

Jefferson  National  Bank,  Miami  Beach 
Jefferson  National  Bank  at  Sunny  Isle, 
North  Miami  Beach 
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TABLE  25 

BANK  TOTAL  DEPOSITS 

Pan  American  Bancshares  $50,355,000(0.3%) 

Ur.iversity  National  Bank,  Coral  Gables 

Ccz--.erclal  National  Bank  of  Broward  County, 
Ft.  Lauderdale 

Fan  American  Bank  of  Hialeah 

Pan  American  Bank,  Miami 

Fan  American  Bank  of  Dade  County,  North 
Miami  Beach 

First  Bank  of  Plantation,  Plantation 

Fan  American  Bank,  Miam.i  Beach 

Southeast  Bancorporation,  Inc.  1 ,053  ,  101 ,000(7  .S!;) 

Deerfield  Beach  Bank  and  Trust  Co. , 
Deerfield  Beach 

Everglades  Bank  and  Trust  Co.,  Ft.  Lauder- 
dale 

Bank  of  Hollyr/zood  Hills,  Holl}-wood 

First  Bank  and  Trust  Co.,  Jacksonville 

Citizens  Bank  of  Brevard,  Melbourne 

Coral  Way  National  Bank,  Miar.i 

First  National  Bank,  Miami 

First  National  Bank  of  Miami  Springs, 
Miami  Springs 

Bank  of  Miramar,  Miramar 

Southeast  National  Bank,  Orlando 

First  National  Bank,  Satellite  Beach 

First  City  Bank,  Tampa 

United  Bancshares  of  Florida,  Inc.  350,345,000(2.5°-;) 

Coral  Gables  First  National  Bank, 

Coral  Gables 
United  National  Bank  of  Dadeland,  Miami 
United  National  Bank,  Miami 
Miami  Beach  First  National  Bank,  Miami 

Beach 
Security  Exchange  Bank,  West  Palm  Beach 

ONE  BANK  HOLDING  COMPANIES 

BANK  TOTAL  DEPOSITS 

Charter  Company  $34,235,000(0.2%) 

Jacksonville  National  Bank,  Jacksonville 

Combanks  Corp.  136,748,000(0.9%) 

Commercial  Bank,  Apopka 
South  Seminole  Bank,  Fern  Park 
First  National  Bank,  New  Smyrna 
North  Orlando  Bank,  Orlando 
Commercial  Bank,  Pine  Castle 
Commercial  Bank,  Winter  Park 
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TABLE  25  (Continued) 

BANK 

Coir.banks  Corp.  (cont . ) 

Orlando  Bank  and  Trust  Co.  ,  Orlando 
Palm  Beach  Mall  Bank, West  Palm  Beach 
First  State  Bank,  Winter  Garden 
We  St  side  Coimnercial  Bank,  Winter  Park 


TOTAL  DEPOSITS 
$34,235,000(0.2%) 


Dania  Corp  . 

Dania  Bank,  Dania 

Data  Lease  Financial  Corp. 

Commerce  National  Bank,  Lake  Worth 

Miami  National  Bank,  Miami 

First  American  Bank,  North  Palm  Beach 

Bank  of  Stuart,  Stuart 

Bank  of  Florida,  Miami 


66,211,000(0.4%) 


000(1.1%; 


Eleven  Inc. 

Lauderdale  Beach  Bank,  Ft.  Lauderdale 
Wilton  Manors  National  Bank,  Ft.  Lauderdale 


0(0 


Florida  Bancshares 

Mercantile  National  Bank,  Miami  Beach 


1(0.5% 


General  Financial  Systems,  Inc.  ' 

Community  Bank,  Boca  Raton 
Marine  National  Bank,  Jacksonville 
First  Bank  and  Trust  Co,   of  Jupiter,  Jupiter 
First  National  Bank  and  Trust  Co. ,  Lake  Wcrtn 
First  Commercial  Bank,  Live  Oak 
Congress  National  Bank,  Palm  Springs 
First  Marine  Bank  and  Trust  Co.,  Riviera 
Peoples  Bank,  Gainesville 

Industrial  Guaranty  Bancorp 

National  Industrial  Bank,  Miami 
Citizens  Bank  and  Trust  Co.,  Sarasota 

Lykes  Brothers ,  Inc . 

Bank  of  Clearwater,  Clearwater 
Clearwater  Beach  Bank,  Clearwater  Beach 


12  GGOd. 


36,357.000(0. 


107,731,000(0.7%) 


Lykes  Financial  Corp. 

First  National  Bank,  Palm  Beach 

Palm  Beach  Mall  Bank,  West  Palm  Beach 

Mickler  Corp. 

First  National  Bank,  Clearwater 


98,886,000(0.7%) 


72,701,000(0.5%) 
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TABLE  25  (Continued) 

BANK  TOTAL  DEPOSITS 

Swain  Groves,  Inc.  311,392,000(0.01%) 

Lake  Region  Bank  of  Commerce,  Winter  Haven 

Teleposit,  Inc.  22,926,000(0.1%) 

Boulevard  National  Bank,  Miami 

Unicapital  Corp,  1^,903,000(0.1%) 

First  National  Bank,  Cape  Canaveral 

AFFILIATED  BANK  GROUPS 

BANK  TOTAL  DEPOSITS 

Ballard  Group  ;S9 ,59  1 ,000(0.6%; 

First  Bank  of  Gulfport,  Gulf port 
Madeira  Beach  Bank  ,  Madeira  Beach 
First  Park  Bank,  Pinellas  Park 
First  Gulf  Beach  Bank  and  Trust  Co., 

St .  Petersburg  Beach 
First  Bank,  Treasure  Island 

Barber  Group  52  ,  141 .  000(0. 3%.^ 

Beach  Bank,  Vero  Beach 
Indian  River  Citrus  Bank,  Vero  Beach 
Sebastian  River  Bank,  Sebastian 

Bond  Group  27,732.000(0.1%) 

Avon  Citrus  Bank,  Avon  Park 
First  National  Bank,  Sebring 

Brannen  Group  34  ,604  ,000(0.  27i) 

Crystal  River  Bank,  Crystal  River 
Dunne lion  State  Bank,  Dunne  11 on 
Homosassa  Springs  Bank,  Homosassa  Springs 
Bank  of  Inverness,  Inverness 

British  American  Bank   Ltd.  57,883,000(0.4%) 

Citizens  Bank,  Clermont 
First  National  Bank,  Merritt  Island 
American  National  Bank  and  Trust  Co., 
St.  Petersburg 

Carney-Kettle  Group  47,206,000(0.3%) 

Dixie  National  Bank,  Miami 
County  National  Bank,  North  Miami  Beach 

Clements  Group  7,726,000(0.01%) 

First  State  Bank,  Lutz 
First  State  Bank,  Winter  Garden 
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TABLE  25  (Continued) 

BANK  TOTAL  DEPOSITS 

Collings  Group  $92  ,874  ,000(0.67o) 

American  National  Bank  and  Trust  Co., 
Ft.  Lauderdale 

Sunrise  American  Nationa  Bank,  Ft.  Lauderdale 

Crapps  Group  22,563,000(0,1%) 

Hamilton  County  Bank,  Jasper 
First  National  Bank,  Live  Oak 

Creal  Group  ~  108,000(0.01%; 

Citizens  Bank,  Bunnell 
Flagler  Beach  Bank,  Flagler  Beach 

Crews  Group  i;i,619  000(0.1%) 

First  National  Bank,  Wauchula 
Wauchula  State  Bank.  Wauchula 

Deberry  Group  1!E  , -.63,,  0Cu(0.2%; 

Bank  of  New  Smyrna ,  New  Smyrna  Beach 
Halifax  National  Bank,  Port  Orange 

Dunlap-Oak  Group  ^-.055,000(0.5%) 

Bank  of  Coral  Gables.  Coral  Gables 
Mid  town  Bank,  Miami 
Riverside  Bank,  Miami 

Edison  Group  3-  134,000(0.2%) 

Edison  National  Bank,  Ft.  Myers 
Security  National  Bank,  Ft.  Myers 

Ellis  Group  351,147,000(2.5%) 

Bank  of  Blountstown,  Blountstown 
First  National  Bank.  Bradenton 
Commercial  Bank,  Dade  City 
Bank  of  Jay,  Jay 

American  Security  Bank,  New  Port  Richy 
First  National  Bank,  New  Port  Richy 
Harbor  State  Bank,  Safety  Harbor 
Northeast  National  Bank,  St.  Petersburg 
American  Bank,  Sarasota 
Manasota  Bank,  Sarasota 
Sarasota  Bank  and  Trust  Co.,  Sarasota 
Ellis  National  Bank  of  Tampa,  Tampa 
First  National  Bank,  Tarpon  Springs 
Springs  State  Bank,  Tarpon  Springs 
Longboat  Key  Bank,  Longboat  Key 
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TABLE  25  (Continued) 

BANK  TOTAL  DEPOSITS 

fI^  Group  $20,977,000(0.1%) 

First  Guaranty  Bank  and  Trust  Co.,  Jacksonville 

Five  Points  Guaranty  Bank,  Jacksonville 

First  National-Ft.  Lauderdale  Group  268.789,000(1.9%) 

First  National  Bank  Ft.  Lauderdale 
Guaranty  First  National  Bank,  Ft.  Lauderdale 
Ocean  First  National  Bank,  Ft.  Lauderdale 
Plantation  First  National  Bank,  Plantation 
Security  First  National  Bank,  Plantation 

First  National-Ft.  Myers  Group  S7.o29,000(  . 

First  National  Bank,  Ft.  Myers 
Beach  National  Bank,  Ft.  Myers  Beach 

Garner-Buker  Group  i-., ,  ^^5- ,  000(1  .j%  , 

Hialeah-Miami  Springs  First  State  Bank,  Hialeah 
North  Hialeah  First  State  Bank,  Hialeah 
Airport  First  State  Bank,  Miami 
First  State  Bank,  Miami 

Gay  Group  101 ,  099  ,  000(0.7%-^ 

Citizens  National  Bank,  Orlando 
Orange  State  Bank,  Orlando 

Griffin  Group  ■  26,715,000(0.1%) 

Imperial  Bank,  Lakeland 
First  Bank  of  Lake  Placid,  Lake  Placid 

Griffin-Jackson  Group  12  39^,000(0.02%) 

Bank  of  Osceola,  Kissimraee 
Bank  of  West  Orange,  Ocoee 
Bank  of  East  Orange,  Orlando 

Guardian  Group  5,406,000(0.01%) 

Indialantic  Beach  Bank,  Indialantic 
First  National  Bank,  Satellite  Beach 

Hart  Group  43,118,000(0.3%) 

Englewood  Bank,  Englewood 
Port  Charlotte  Bank,  Port  Charlotte 
North  Port  Bank,  North  Port  Charlotte 

Hohbs  Group  127,494,000(0.9%) 

First  National  Bank,  Lighthouse  Point 

First  National  Bank,  Margate 

Beach  First  National  Bank,  Pompano  Beach 

First  National  Bank,  Pompano  Beach 
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TABLE  25  (Continued) 

BANK  TOTAL  DEPOSITS 

Hunt  Croup  $28,349,000(0.2/1) 

Bank  of  Commerce  of  Florida,  Ft.  Lauderdale 

Bank  of  Florida,  Ft.  Lauderdale 

Bankers  Bank  of  Florida,  Ft.  Lauderdale 

Jarrard  Group  44,753,000(0.3";;) 

Deland  State  Bank,  Deland 
First  National  Bank,  Maitland 

Jenkins  Group  £3,381,000(0.4";) 

Bank  of  Indian  Rocks,  Indian  Rocks  Beach 
Mid -County  Commercial  Bank,  Largo 
Pinellas  Central  Bamk  and  Trust  Co.,  Largo 

Johnson  Group  47,^82,000(0.5::) 

First  Community  Bank,  Largo 
First  Commercial  Bank,  St.  Petersburg 
Bank  of  Seminole,  Seminole 

Kester  Group  53,469,000(0.4%) 

Lighthouse  Point  Bank,  Lighthouse  Point 
Oceans ide  Bank,  Pompano  Beach 
Pompano  Beach  Bank  and  Trust  Co., 
Pompano  Beach 

Koenig  Group  io , 122 . 000(0. l/H 

Key  West  State  Bank,  Key  West 
Boulevard  Bank,  Key  West 

Lane  Group  27  .705  ,000(0.  ITi) 

First  National  Bank,  Belleair  Bluffs 
Florida  Bank  of  Commerce,  Clean\''ater 

Lee  County  Group  81 ,423 , 000(0. 5%) 

American  Bank,  Ft.  Myers 
Lee  County  Bank,  Ft.  Myers 

Lev7 is  Group  50,747,000(0.3%) 

Lev/is  State  Bank,  Tallahassee 
Florida  State  Bank,  Tallahassee 

Loeffler  Group  30,418,000(0.2%) 

First  National  Bank,  Venice 
Charlotte  County  National  Bank,  Port  Charlotte 

Losner  Group  25,458,000(0.1%) 

First  National  Bank,  Homestead 
First  National  Bank  of  Princeton,  Princeton 
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TABLE  25  (Continued) 

BANK 

Mackle  Group 

First  Bank  of  Deltona,  Deltona 

First  Bank  of  l-Iarco  Island,  Marco  Island 


TOTAL  DEPOSITS 

$  9  801,000(0.057o) 


The  Manual-Mocarsky  Group 

Riverland  Bank,  Ft.  Lauderdale 
First  Bank  of  Plantation,  Plantation 

Meade  Group 

First  National  Bank  and  Trust  Co.,  Eustis 
Citizens  National  Bank,  Leesburg 
Bank  of  Mt .  Dora,  Mt .  Dora 

Moody  Group 

Manatee  National  Bank,  Bradenton 
Westside  National  Bank.  Bradenton 
The  Island  Bank,  Holmes  Beach 

Nelson  Group 

Commercial  Bank,  Panama  City 
Springfield  Commercial  Bank,  Panama  City 

Palmer  Group 

First  National  Bank  and  Trust  Co.,  Sarasotc 
St.  Armands  Palmer  Bank,  Sarasota 
Siesta  Key  Palmer  Bank,  Siesta  Key 

Parker  Group 

National  Bank,  Sarasota 

National  Bank  of  Sarasota,  Sarasota 

Poe  Group 

Bank  of  Cutler  Ridge,  Cutler  Ridge 
Bank  of  Perrine,  Perrine 

Rutland  Group 

Central  Plaza  Bank  and  Trust  Co., 

St.  Petersburg 
St.  Petersburg  Bank  and  Trust  Co., 

St.  Petersburg 

St .  Petersburg  City  Group 

City  Bank  and  Trust  Co.,  St.  Petersburg 
Suncoast  City  Bank,  St.  Petersburg 

Shaw  Group 

Bank  of  Hallandale,  Hallandale 
Bank  of  Hollywood  Beach,  Holl\^•/ood 


29, 826, 000(0. 2% j 


i3, 591, 000(0. 3%) 


"i:-,  SI  2.  GOO  (0.5"; 


,000(0.3! 


,385,000(0.8:0 


54,9^7,000(0,3%) 


,971,000(0.1%) 


100,874,000(0.7%) 


40,858,000(0.2%) 


42,874,000(0.3%) 
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TABLE  25  (Continued) 

BANK  TOTAL  DEPOSITS 

Sherman  Group  382,420,000(0.5%) 

American  Arlington  Bank,  Jacksonville 

American  Beach  Boulevard  Bank,  Jacksonville 

American  National  Bank,  Jacksonville 

Slobusky-Beck  Group  85  ,275  ,000(0  .6  ■'.) 

Second  National  Bank,  Clean'.'ater 
University  City  Bank,  Gainesville 
Second  National  Bank,  North  Miami 
Second  National  Bank  of  North  Miami  Beach, 

North  Miami  Beach 
National  Bank,  St.  Petersburg 

Smith  Group  53 , GS3 ,000(0 . 3%) 

Capital  City  First  National  Bank,  Tallahassee 
Capital  City  Second  National  Bank, 
Tallahassee 

Southern  Group  1;  .  35  0  ,  C00(0. 1'.-,} 

Florida  Southern  Bank,  Palm  Springs 
Southern  Bank,  West  Palm  Beach 

Teschke  Group  51,505.000(0.3/'} 

First  National  Bank.  Delray  Beach 
Second  National  Bank   Delray  Beach 

Turner  Group  57  691,000(0.-,/.) 

Citizens  National  Bank,  Naples 
First  National  Bank,  Naples 

Turner-Woodbury  Group  10,405,000(0,05''=.) 

Bank  of  the  South,  Pensacola 
Bank  of  West  Florida,  Pensacola 

Tooke  Group  53,264,000(0.37;) 

Bank  of  Naples,  Naples 
Collier  County  Bank,  Naples 

United  National  Group  13,905,000(0.057.) 

United  National  Bank,  Cocoa  Beach 
Merritt  Island  Bank,  Merritt  Island 

Usina  Group  110,568,000(0.7%) 

Peoples  Hialeah  National  Bank,  Hialeah 

Peoples  National  Bank  of  Commerce,  Miami 

Peoples  First  National  Bank,  Miami  Shores 

Peoples  American  National  Bank,  North  Miami 

Peoples  Liberty  National  Bank,  North  Miami 

Peoples  First  National  Bank,  North  Miami  Beach 
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TABLE  25  (Continued) 
BANK 


TOTAL  DEPOSITS 


V^estchester  Group  $15,748,000(0.1%) 

Westchester  National  Bank  of  Dade  County, 
Miami 
Midway  National  Bank,  Miami 

Stephens  Group  f,    r<r\-j    nnniQ   017- 

Umatilla  State  Bank,  Umatilla 
Orlando  Bank  and  Trust  Co.  (First  Fla. 
Bank  Corp.) 


Weir  Group 

Boca  Raton  National  Bank,  Boca  Raton 
Delray  Beach  National  Bank,  Delray  Beach 
First  National  Bank,  Ft.  Lauderdale  (Firsl 
National-Ft.  Lauderdale  Group) 

Buker  Group 

Little  River  Bank  and  Trust  Co.,  Miami 
Hialeah-Miami  Springs  State  Bank,  Hialeah 
(Garner -Buker  Group) 

White  Group 

Peoples  State  Bank,  Groveland 

First  National  Bank  of  Mt .  Dora,  Mt .  Dora 

Christo  Group 

First  National  Bank,  Panama  City 
The  Bay  National  Bank  and  Trust  Co., 
Panama  City 


:32. 000(0. 1%) 


(O.U) 


;1. 283.000(0. 02: 


,000(0.03") 


Humphress-Carraway  Group  1^5  550  oOOf'O  Ol") 

Farmers  and  Merchant  Bank,  Monticello 
Citizens  Bank  of  Perry,  Perry 
Tallahassee  Bank  and  Trust  Co.,  Tallahassee 
(Barnett  Group) 

Wheeler  Group  36,309,000(0.037-) 

Norths ide  Bank  of  Tampa,  Tampa 
First  National  Bank  of  St.  Petersburg, 

St,  Petersburg  (Charter  Bankshares 

Group) 

Bent ly  Group  67,575,000(0.170 

First  National  Bank,  Clearwater 
Second  National  Bank,  Tampa  (First  Financial 
Corp.) 


120 


Bassett  Group 

First  National  Bank  in  Palm  Beach  86 , 787 ,000(0. 1%) 

First  National  Bank,  Miami  (Southeast 


Bancorporation) 
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NOTES  TO  CHAPTER  IV 

1.  U.S.  vs.  The  Philadelphia  National  Bank,  374  U.S.  321  (1963). 

2.  The  unique  nature  of  the  compensation  offered  by  commercial 
banks  revolves  around  the  liquidity  of  demand  deposits.   The  abnk 
is  able  to  offer  the  safety  and  convenience  of  tis  deinan  deposit 
sercices  as  well  as  immediate  liquidity.   In  fact,  custom  and 
practice  have  evolved  to  the  point  that  demand  deposists  are  directly 
accorded  the  "money  status"  usually  reserved  for  the  circulating 
medium.   However,  it  shoud  be  recognized  that  demand  deposits  have 
certain  liquidity  limitations,  which  preclude  an  exacc  interchangeability 
with  the  circulating  medium.   Such  things  as  the  need  to  transact 
deposit  business  during  banking  hours  as  well  as  the  nhird  party 

option  in  accepting  deposit  transfers  reduce  demand  deposit 
liquidity  below  that  of  coin  and  currency. 

3.  While  the  demand  deposit  is  in  the  category  of  fir.^nciai 
services  described  by  the  Supreme  Court  as  "so  distir.cr i-/e  that  the^y 
are  entirely  free  of  effective  competition  from.  .  .  cir.er  financial 
i;nstitutions"  this  is  a  declining  portion  of  the  bar.r '  f- 
operations.  'vhen  the  government  filed  suit  in  the  Phiiidelphia- 
Girard  case(1962),  demand  deposits  v;ere  63  percent  c--    .c;al  U.S 
deposits;  in  December  1969,  they  were  51  percent  of  che  cecal.   A 
number  of  developments,  such  as  the  ability  of  sone  s^'.-nngs  insitu- 
tions  to  transfer  funds  for  the  payment  of  certain  bills,  the  increast-^  ^: 
of  credit  cards,  improved  technology,  reducing  float,  r:£ve  decreased 

any  presumed  dominance  of  the  commercial  banks  in  the  highly 
liquid  funds  area.   Cohen  and  Kaufman  estimated  equations  for  total 
deposits,  demand  deposits,  and  time  deposits  for  1951-61  cross- 
section  data  and  on  the  basis  of  interest  elasticity  fcr  time 
deposits  concluded  that  "near-bank"  deposits  are  clsce  substitutes. 
For  a  further  discussion  of  this  point  see  B.C.  Cohen  and  G.G.    Kaufman. 
"Factors  Determining  Bank  Deposit  Growth  by  State:  An  Empirical  Analysis, 
Journal  of  Finance,  March,  1965,  pp.  59-70;  L.K.  Chelty,  "On  Measuring 
the  Nearness  of  Near-Moneys,"  American  Economic  Review.  June.  1969, 
pp.  270-281. 

4.  The  geographical  boundaries  of  regional  or  local  markets  are 
difficult  to  define.   The  criterion  suggested  is  the  area  in  which 
a  market  participant  of  a  certain  size  would  normally  operate.   The 
medium-sized  fundholder  finds  he  attracts  demanders  within  a 
restricted  area.   This  area  may  be  approximated  by  state  lines  or 
in  other  cases  by  an  entire  region,  i.e.,  the  Southeastern  United 
States.   The  relatively  small  fundholder  is  generally  restircted 

to  local  market  alternatives.   This  market  may  also  imply  a  variety 
of  geographical  boundaries.   In  a  rural  locale,  the  appropriate  area 
my  be  within  fifteen  miles  of  the  bank;  in  a  town,  it  may  be  the 
city  limits;  in  a  metropolitan  area,  it  may  be  a  few  city  blocks. 


122 

5.  L.V,  Chandler,  "Monopolistic  Elements  in  Commercial  Banking," 
The  Journal  of  Political  Economy,  Vol.  XLVI,  No.  1  (February/December , 
1938),  pp.  1-22. 

6.  A  notable  exception  to  this  rather  broad  generalization  may 
be  found  in  the  market  for  municipal  securities.   A  small  issue  of 
this  type  may  have  a  limited  appeal  outside  the  local  m.arket  area. 

7.  Participation  of  the  selling  retailer  or  dealer  in  this 
market  may  indicate  some  further,  indirect  participation  by  a 
commercial  bank  which  may  supply  some  or  all  of  the  funds  necessary 
to  carry  the  consumer  paper. 

8.  Actually  such  a  determination  in  bank  mergers  cruld  cor^e  under 
the  Calyton  Act  of  the  Bank  Merger  Act.   However,  in  rest  cases  the 
courts  have  held  the  more  stringent  provisions  of  the  Ciaytcn  Act 

to  be  supercedent. 

9.  U.S.  vs.  The  Philadelphia  National  Bank,  p.  35  6. 

10.  Ibid.,  p.  358, 

11.  This  question  has  been  debated  extensively  i:i  ^he  literature 
by  academians,  regulators,  and  practitioners.   The  ar^-r::ent  is  not 
enjoined  here  because  it  is  not  the  focus  of  this  "parer  and  rurther- 
more  the  evidence  of  structure/market  relationships  ii  considered 
underboth  assumptions.   The  author's  preference  for  the  :nulti- 
office,  multiproduct  interpretation  is  based  on  a  position  he 
developed  in  a  previous  paper.   See  W.A.  McCollough.  /j-  Ana ^v sis 

of  the  Effects  of  Bank  Organization  on  Bank  Market  Srr'.:crure  and 
Performance ,  master's  thesis,  University  of  Florida.  19dS.   For  a 
further  defense  of  this  assumption  see  D.A.  Alhadeff,  I'onocclv 
Competition  in  Banking  (Los  Angeles:  University  of  California 
Press,  1954);  C.H.  Kreps,  "Characteristics  of  Local  Banking  Co-peti- 
tion," Banking  and  Monetary  Studies  (Homev/ood ,  ILL:  R.D.  Ir 
B.  Shull,  "Commercial  Banks  as  Multiple-Product  Pri 
Firms,"  Banking  and  Monetary  Studies,  edited  by  Des 
wood.  111:  R.D.  Irx-jin,  Inc.,  1963). 


Inc.,  1953) 
Discriminating 


12.   One  of  the  first  of  these  state  laws  to  be  passed  was  in 
New  York  in  1908  following  the  collapse  of  the  "Morse-Heinz"  chain 
in  Manhattan.   This  law  limited  the  holding  by  a  trust  company 
of  the  stock  of  another  monied  corporation  to  10  percent  of  the 
amount  of  such  stock  outstanding.   Similar  laws  were  enacted  by 
California,  New  Hampshire  Texas,  and  Wisconsin.   States  such  as 
Missouri,  New  Jersey,  and  West  Virginia  have  passed  laws  which  in 
effect  prohibit  multi-charter  banking.   For  a  further  discussion  see 
G.C.  Fischer,  American  Banking  Structure  (New  York:  Columbia  University 
Press,  1968),  pp.  72-121. 
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13.  This  situation  does  not  mean  unrestricted  entry.   Entry  is 
still  controlled  by  virtue  of  the  fact  that  each  new  location  must 
receive  regulatory  approval.   Hov.'ever ,  any  constraint  is  something 
other  than  the  number  of  offices  per  charter. 

14.  Florida  Statutes,  1965,  Chapter  659.06. 

15.  R.H.  Blodgett,  Our  Expanding  Economy  (Nexvf  York:  Rinehart  &  Co. 
Inc. ,  1955),  p.  241. 

16.  Ibid.,  p.  243. 

17.  Ibid. ,  p.  245. 

18.  Any  difference  in  the  relative  or  absolute  change  reflects 
the  fact  that  facilities  established  in  or  near  militar--  or 
Federal  Government  installations  at  the  request  of  th-i  Treasury 
or  Commanding  Officer  are  counted  as  a  banking  office  =r.'J  nou  a 
bank  in  unit  banking  states. 

19.  D.C.  Motter  and  Deane  Carson,  "Bank  Entry  and  ch-  -ublic 
Interest:  A  Case  Study,"  The  National  Banking  Fveviei:.  ".  1 ..  I,  I"o.  4 
(June,  1964),  p.  469-512. 

20.  For  the  time  being,  we  are  ignoring  the  product -area  questions 
of  the  market. 

21.  The  notable  exceptions  are  the  nietropolitan  bar-ics  of  the 
Chicago  area. 

22.  It  has  been  estimated  that  the  amount  of  Florida-owned  bank 
deposits  held  outside  the  state  is  some  $2.5  to  $3  billion  or  about 
one-third  of  reported  in-state  deposits.   See  Richard  J.  Vcght 

"A  Report:  Southeast  Bancorporation,  Inc.,  1969,"  a  speech  to  the  Fin- 
ancial Analysts  Federation,  October  20,  1969. 

23.  If  Florida  holding  companies  are  used,  it  is  still  evident 
that  Florida  has  minimal  national  participation,  for  the  largest 
Florida  group,  Southeast  Bancorporation   is  sixty-seventh  in  size. 

24.  Quoted  in  "Florida's  Bank  Revolution,"  Florida  Trend,  March 
1970,  p.  35. 

25.  B.  Shull  and  P.  Horvitz ,  "Branch  Banking  and  the  Structure  of 
Competition,"  The  National  Banking  Review,  Vol.  I  No.  3  (March, 
1964),  p.  325.   See  also  Alhadeff,  p.  46;  P.D.  Butt,  Branch  Banking 
and  Economic  Growth  in  Arizona  and  New  Mexico  (Albuquerque: 
University  of  New  Mexico,  1960);  P.  Horvitz,  Concentration  and 
Competition  in  Nexvf  England  Banking,  Federal  Reserve  Bank  of  Boston, 
Research  Report  #2,  1958,  p.  135. 


i:^ 
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26.  I.  Schweiger  and  J.  McGee ,  "Chicago  Banking,"  Journal  of 
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CHAPTER  V 
FLORIDA  BANKING:  MARKET  PERFORmNCE 

An  audit  of  the  Florida  bank  structure  regulation  must  be  in 
terms  of  how  well  it  accomplishes  its  equilibrating  ras]:.   The  previo.is 
chapter  examined  the  impact  of  the  current  structural  constraint  and 
possible  alternatives  on  market  structure.   However,  .r.e  cbjective 
function  of  minimizing  the  cost  of  intermediation  i'  -j-  satisfied 
by  any  given  market  structure.   While  a  certain  level  :z   ccr-etiticn 
may  be  one  element  of  the  optimal  set,  it  does  not  r.i::  iisarilv  descrir-^ 
all  other  elements  of  this  set.   Therefore,  this  avcir  ;.-ill  now  focus 
directly  on  performance  data  as  members  of  the  extar.z  ar.a/cr  optimal 
input/output  set  rather  than  viewing  market  structure  as  a  nummary  cr 
surrogate  variable. 

This  investigation  of  performance  is  divided  into  rwc  areas, 
the  input  and  the  output  market.   It  should  be  reccgnii:ed  that  the 
dichotomy  is  somewhat  artificial.   Conceptually,  it  is  evident  that 
banks  operate  in  different  capacities  in  these  markets  and  the 
structural  effects  on  performance  nay  vary  v/idely  between  such  markets. 
However,  from  an  operational  point  of  view,  bank  performance  is  not 
judged  on  the  basis  of  activity  in  any  one  market,  but  rather  is  the 
summation  of  all  activity.   The  net  income,  the  earnings  per  share 
figure,  the  cost  of  intermediation,  the  return  on  capital  -  all 
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reflect  the  net  residue  of  the  bank's  productive  effort.   The  ulti- 
mate performance  figure  is  a  function  of  both  input  and  output.   Further, 
the  performance  achievements  in  either  of  the  suggested  markets  are 
in  some  measure  a  partial  derivative  of  the  other  market  and  so  neither 
is  wholly  independent. 

The  procedure  of  examining  the  markets  separately  is  followed 
primarily  because  it  is  conceptually  simpler,  and,  Therefore,  facili- 
tates analysis.   However,  the  division  of  performance  analysis  into 
separate  markets  does  not  negate  the  interdependence  -  ir  -erely 
requires  a  final  integration  before  a  comprehensive  s^ructure-perfcr-.c-ce 
relationship  can  be  suggested. 

Input  .Market 

The  bank's  input  market  is  really  a  multitude  zf   r^arkets  in 
which  the  banker  acquires  the  factors  of  prcducticr.  -  =  cessary  to 
present  a  final  product  in  the  output  market.   A  cor.xleEe  enunieratior 
of  the  factors  impinging  on  the  production  process  is  ei-iceedingly 
tedious,  and,  therefore,  some  simplification  is  justified.   It  is  evi- 
dent that  a  number  of  the  input  factors  involved  have  rather  general 
utility  and  therefore  bank  structure  would  have  little  effect  on  the 
final  market  price.   However,  the  rav?  material  input,  funds,  is 
found  in  markets  in  V7hich  the  com.mercial  bank  is  a  m.ajor  force,  ranging 
from  virtually  sole  participant  in  the  aiarket  for  highly  liquid  funds 
to  one  of  several  participants  in  the  market  for  less  liquid  funds. 

Investigation  of  performance  and  structure  in  the  input  market 
focuses  on  certain  aspects  of  this  nexus:  the  relative  "prices"  of 
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the  funds  purchased;  the  input  mix;  and  the  relative  efficiency  in 
transforming  these  inputs  into  salable  output  as  reflected  in  costs 
of  production  or  capacity  utilization. 

The  performance  in  the  input  market  which  will  contribute  to  the 
objective  of  minimizing  the  cost  of  intermediation  n-jst  be  stated  in 
terms  of  price  and/or  services.   Given  the  output  set.  the  optiniai 
input  set  would  be  that  v;hich  maximized  the  price  paid  the  fund 
offerees  vjhile  presenting  those  services  and/or  facilities  required 
to  accomodate  the  intermediation  needs  in  the  market.   Of  course, 
the  constraint  introduced  in  the  model  requiring  the  u;;:t  of  inter- 
mediation be  sufficient  to  compensate  all  factors  ot  picduc cion 
equitably  v.'ould  place  an  upper  limit  both  on  price  arc  ihe  proiitera- 
tion  of  services  and  facilities.   This  modular  constrii-it  is  reinforce-: 
by  those  aspects  of  the  regulatory  set  which  limit  ir-ur  price  as  wei- 
as  entry. 
Compensation  for  Highly  Liquid  Funds 

In  a  recent  study.   Bell  and  Murphy  reported  the  results  of  thei; 
investigation  of  the  relationship  of  the  costs  and  ser  ;ice  charges 
attributable  to  the  highly  liquid  demand  deposits  of  a  bank.   The 
empirical  evidence  which  they  examined  led  them  to  a  number  of  con- 
clusions, two  of  which  are  particularly  relevant  to  the  compensation 
question. 

(1)   The  dispersion  in  service  charges  among  banks  can  be 

explained  largely  in  terms  of  cost  factors.   However,  the 
relationship  suggested  by  the  data  was  an  inelastic  one 
as  changes  in  the  cost  of  servicing  demand  deposits 
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v.-ere  matched  by  a  less  than  proportionate  change  in 
service  charges. 

(2)   As  a  general  rule,  the  income  realized  from  service  charges 
was  less  than  the  processing  cost  per  der.and  deposit  account 

These  conclusions  suggest  that  price  compensation  in  this 
market  is  somewhat  implicit  in  nature.   The  difference  between  the  co^-t 
of  providing  a  demand  deposit  account  and  the  charges  collected  for 
such  services  is  the  price  compensation  offered  the  rv.r.dhclder . 
Given  that  the  bank  is  minimizing  its  costs  of  pro-.-i-i.-g  the  de^r^and 
deposit  account  while  meeting  the  service  and  convenier^ce  cernands 
of  the  public,  fund  compensation  is  maximized  and  uhe  '.est  '"£  inter- 
mediation minimized  when  the  service  charge  is  mini-izec. 

A  number  of  studies  have  been  prom.ulgated  in  zr.   ^trecr.pt  to 
establish  the  relationship  between  service  charges  a:;;  bank  structure 
The  general  consensus  has  been  that  multi-office  banking  is  associateo 
with  higher  service  charges  than  the  alternative. 

An  examination  of  the  data  for  Florida  as  ccr.pared  with  other 

states  tends  to  confirm  the  generalization  (see  Table  26) .   The  average 

service  charge/demand  deposit  ratio  is  the  highest  in  the  unrestricted 

multi-office  states  and  the  lowest  in  the  restricted  3ulti-cffice 

environment  with  the  uni-office  areas  falling  in-between.   However, 

it  should  be  noted  that  Florida's  ratio  is  among  the  highest  in  the 

United  States,  exceeding  all  but  six  other  states.    In  fact,  the 

survey  by  Pugh  and  Woods  of  average  bank  service  charges  on  business 

accounts  in  the  South  shovjed  the  Florida  areas  consistently  among  the 

highest  although  all  of  the  other  states  surveyed  had  some  form  of 
4 


multi-office  banking, 
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TABLE  26 

RATIO  OF  SERVICE  CHARGES  TO  DEMAND 

DEPOSITS  FOR  ALL  BANKS  BY  STATES, 

DECEMBER,  1970-- 


Tota 

1  Deposits  (in  m: 

-1 lions) 

Unit  Banking 

All 

Under 

Over 

States 

Banks 

S5 

S5-10 

$10-25 

S25-100 

SlOO 

Arkansas 

.50 

.44 

.44 

.63 

.  56 

.62 

Colorado 

1.47 

1.41 

1.61 

1.69 

1 .  20 

.40 

Florida 

1.13 

1.33 

1.57 

1.19 

-3 

,24 

Illinois 

.58 

.36 

.53 

.78 

.77 

.35 

Iowa 

.52 

.46 

.50 

.71 

.5i 

.23 

Kansas 

.62 

.48 

.70 

.95 

0  0 

.19 

Minnesota 

.89 

.76 

1.00 

1.07 

■  12 

.28 

Missouri 

.51 

.34 

.53 

.75 

.  69 

.  13 

Montana 

.86 

.94 

.69 

1.03 

.78 

r--^ 

Nebraska 

.53 

.46 

.56 

.72 

C-? 

.27 

North  Dakota 

.49 

.36 

.51 

.75 

.73 

-- 

Oklahoma 

.81 

.63 

.77 

1.32 

.83 

.15 

Texas 

.88 

.68 

1.02 

1.08 

.87 

.27 

West  Virginia 

.32 

.24 

.35 

.36 

.33 

-- 

Wyoming 

.92 

1.03 

1.08 

.75 

.61 

-- 

Average 


.735 


,661 


.791 


,919 


,759 


,284 


"  The  cross-sectional  analysis  is  used  here  and  elsewhere  in  the 
study.   Time-series  data  are  not  ignored.   However,  where  the  rela- 
tionships reinain  relatively  constant  over  time,  the  statistics 
presented  will  be  for  the  latest  time  period. 

'-"Because  of  the  small  n-c-nber  of  banks  in  this  category  the  data 
are  not  published. 
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Total  Deposits  (in  millions) 
Limited  Branching    All    Under  Over 

States  Banks    $5     $5-10    $10-25   $25-100    $100 


Alabama 

.65 

.45 

.73 

.71 

.73 

.67 

Georgia 

1.11 

1.15 

1.00 

1.25 

1 .  05 

.81 

Indiana 

.35 

.26 

.32 

.34 

.52 

■  3S 

Kentucky- 

.31 

.22 

.28 

.41 

.  5  1 

,  -.^  i. 

Louisiana 

.75 

.76 

.76 

.73 

-  57 

.56 

Massachusetts 

.80 

.87 

.89 

.85 

.74 

.55 

Michigan 

.69 

.53 

.69 

.76 

.6? 

.74 

Mississippi 

.63 

.48 

.62 

.66 

.51 

-- 

New  Hampshire 

.81 

.88 

.90 

.75 

oG 

-- 

New  Jersey 

.78 

.81 

.46 

.80 

39 

.68 

New  Mexico 

.95 

1.52 

1.06 

.89 

.77 

.  56 

New  York 

.77 

.67 

.85 

.82 

.  38 

.58 

Ohio 

.60 

.54 

.57 

.60 

.  70 

.53 

Pennsylvania 

.40 

.30 

.37 

.44 

.42 

.44 

Tennessee 

.40 

.29 

.37 

.48 

.64 

.47 

Wisconsin 

.60 

.60 

.63 

.63 

.51 

.18 

Average 


,663 


.646 


,656 


,695 


.712 


,547 
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TABLE  26  (Continued) 


Statewide  Branch- 
ing States 

All 
Banks 

Total 
Under 
$5     ? 

Deposits  (in 
5-10   $10-25 

millions) 
$25-100 

Over 
$100 

Alaska 

1.23 

-- 

-- 

-- 

1.41 

-- 

Arizona 

1.08 

-- 

-- 

-- 

-- 

.89 

California 

1.33 

-- 

1.84 

1 

37 

-    o  ^ 

.97 

Connecticut 

.81 

1.31 

.92 

77 

.75 

.61 

Delaware 

.37 

.34 

.54 

12 

.-- 

.29 

Hawa  i  i 

.47 

-- 

-- 

-- 

.23 

.  58 

Idaho 

.85 

.80 

.84 

77 

.32 

1.06 

Maine 

.69 

-- 

.84 

62 

.::■ 

.64 

Maryland 

.68 

.45 

.57 

84 

-Q 

.86 

Nevada 

.92 

-- 

-- 

-- 

-- 

1.04 

North  Carolina 

.60 

.57 

.52 

.61 

.63 

.70 

Oregon 

1.35 

1.73 

1.13 

1 

.29 

1.61 

1.08 

Rhode  Island 

.41 

-- 

.38 

-- 

.  i6 

-- 

South  Carolina 

.59 

.63 

.56 

.48 

Q\ 

.73 

South  Dakota 

.50 

.42 

.50 

.81 

.  61 

1.16 

Utah 

1.50 

2.04 

1.36 

1 

.42 

1,84 

.84 

Vermont 

.81 

.74 

1.05 

.72 

.81 

-- 

Virginia 

.56 

.47 

.50 

.52 

.75 

.80 

Washington 

1.75 

1.68 

1.69 

2 

.11 

1.78 

1.26 

Average 


,868 


.937 


,883 


,889 


.966 


.844 


Source:   Bank  Operating  Statistics.  1970,  Federal  Deposit  Insurance 
Corporation,  July,  197  1. 
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While  it  is  conceivable  that  a  change  in  the  Florida  regulatory 
set  could  cause  a  rise  in  service  charges,  the  evidence  would  indicate 
a  relatively  low  probability  that  this  would  occur.   The  fact  that 
Florida's  charges  are  already  higher  than  85  percent  of  all  other 
states,  regardless  of  regulatory  set,  would  suggest  that  an  absolute 
increase  in  service  charges  should  not  be  anticipated  V7ith  a  change 
in  office  regulation. 

Another  factor  which  would  suggest  no  negati'-e  effect  on 
service  charges  is  the  recent  outbreak  of  "free"  cn^c':: ing  account 
competition  in  Florida  and  many  other  states.   This  ;;rpstition, 
constituting  effective  and  significant  price  cutting,  -apressnts 
a  sharp  break  from  the  traditional  quiescent  price  pcli;y  of  banks 
in  this  area.   A  recent  study  suggested  a  possible  jelsr Icnsriip 
between  broad  measures  of  market  structure  and  this  'price"  competiticr; 
A  high  correlation  was  found  between  the  ease  of  entry  and  the  intro- 
duction of  "free"  checking  plans  and  in  many  cases  it  vas  found  that 
relatively  small  banks  on  the  fringe  of  a  banking  rrarket  ha've  been 
instrumental  in  initiating  such  competition.   While  this  form  of 
competition  has  emerged  under  all  regulatory  sets,  it  would  appear 
that  the  relative  ease  of  entry  and  multitude  of  banking  offices 
under  the  multi-office  set  are  more  conducive  to  such.   Thus,  it  may  be 
that  allowing  Florida  to  go  to  multi-office  banking  will  introduce 
this  form  of  price  competition  to  even  more  local  banking  markets 
and  reduce  the  average  service  charge. 

Hovjever,  it  should  be  noted  there  are  some  substantial 
difficulties  in  relating  conclusions  regarding  service  charges  directly 
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to  the  cost  of  intermediation.   The  coincidence  between  the  minimiza- 
tion of  the  cost  of  internediation  and  the  lowest  possible  service 
charge  is  contingent  upon  the  bank's  productive  efficiency  as  well 
as  attention  to  the  social  costs  of  inconvenience  and  lack  of  service. 

Cost  of  intermediation  is  minimized  when  the  liquid  fundholder'd 
compensation  is  maximized.   This  compensation  is  the  difference  betwee: 
the  cost  of  providing  the  demand  deposit  and  the  service  charge.   Ii: 
is,  therefore,  entirely  possible  that  a  lower  service  cr.arge  can  be 
associated  with  reduced  fundholder  compensation.   Icr  £:;a-.ple.  Bank 
A  may  reduce  its  cost  of  offering  the  demand  deposit:  b'  maintaining 
a  single  location,  restricted  hours,  a  single  type  of  c^.Tiar.d  deposit, 
etc.   It  may  then  impose  a  low  service  charge  but  tr.e  c::sc/charge 
differential,  which  is  the  fundholder' s  compensation,  n.uy  be  lower 
than  that  offered  by  Bank  B  which  has  a  higher  service  cnarge .   Bank 
B  also  has  multiple  locations,  extended  hours,  several  specialized 
checking  plans,  etc.   This  effort  to  offer  service  ar:d  convenience  has 
increased  the  bank's  cost  per  demand  deposit.   Hcwever;  the  service 
charge  has  not  been  increased  proportionately  and  the  resulting  cost/ 
charge  spread  has  increased  the  fundholder 's  compensation. 

In  fact,  this  may  explain  why  the  level  of  service  charges 
invariably  indicates  better  market  performance  under  uni-office 
banking  whereas   almost  all  other  measures  of  performance  favor  multi- 
office  banking.   The  true  performance  indicator  is  the  cost/charge 
differential  and  not  the  charge  alone.   And  as  Bell  and  Murphy 
noted: 

.  ...  I%Tien  branch  systems  are  compared  to  unit  banks 
with  the  same  direct  marginal  cost,  generally  higher 
service  charges  are  observed,  presumably  because  of 
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greater  occupancy  costs  such  as  rental  and  deprecia- 
tion on  buildings  which  are  not  considered  direct 
processing  costs." 

Further,  this  cost  association  may  be  a  function  of  the  typical 
growth  pattern  of  unrestricted  nailti-of f ice  banking.   Increasing 
bank  size  through  branching  may  increase  the  number  of  large  accounts 
absolutely  and  even  relatively  as  a  percentage  of  tccal  deposits,  huz 
as  a  percent  of  total  accounts,  the  number  declines  as  branch  penetra- 
tion of  local  markets  multiplies  the  number  of  small  individual 
accounts  and  increases  service  charges  to  deposits  r..cre  -ir-an  pro- 
portionately. 

Further  complicating  the  nexus  between  the  service  charge  ana 
the  cost  of  intermediation  is  the  fact  that  the  funcn;  .zer  oiten  appear 
to  be  relatively  insensitive  to  the  charge.   Perhaps  r.ecause  ci  the 

"7 

implicit  nature  of  the  com.pensation,  surveys   have  -u:i:esteG  cnat  i-osr 
fundholders,  when  placing  their  liquid  funds,  seek  the  -ajiinum  in 
service  and  convenience  with  little  reference  to  price.   In  truth, 
it  appears  that  the  depository  decision  of  the  fundhclcer  is  a 
function  of  several  variables  including  service  variety  and  quality, 
convenience,  attractiveness,  associative  value,  and  cornpensation.   Tne 
optimal  regulatory  set,  in  terms  of  the  cost  of  intermediation,  will 
be  the  one  which  maximizes  the  fundholder's  utility  as  measured  by 
the  several  variables  noted. 

In  summary,  compensation  for  the  highly  liquid  funds  in  the 
market  is  multi-dimensional.   The  price  dimension  of  this  compensation 
is  implicit  in  nature  and  is  the  difference  between  the  cost  and 
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service  charge  per  deposit.   Although  service  charges  may  increase  in 
Florida  under  niulti-of f ice  banking,  it  appears  likely  that  the  total 
compensation  v;ould  also  rise.   This  would  be  due  to  the  fact  that  the 
rise  in  cost  per  deposit  under  multi-office  banking  would  not  likely 
be  matched  by  a  proportionate  increase  in  charges. 

The  other  dimensions  of  compensation  for  these  funds  are 
generally  nonprice  oriented.   It  vjas  noted  in  Chapter  IV  that  the 
"structural  dimensions  of  performance"  such  as  ccnver.-erice  are  maxi- 
mized under  multi-office  banking.   Florida's  relati^'dl"  irxonvenient, 
under-banked  conditions  could  be  rapidly  rectified  under  multi-office 
banking.   Tlie  service  dimensions  of  Lhe  fundholder's  ::c~ensation  is 
a  subject  of  later  discussion.   Hovjever,  it  would  api3£:.r,  ar  least 
tentatively,  that  in  those  areas  of  liquid  fundhoider  c;~pensation 
examined,  the  Floridian  could  expect  some  increased  c---per.saticn  and 
a  resulting  decrease  in  the  cost  of  intermediation  under  the  multi- 
office  regulatory  set. 

Rates  on  Time  and  Savings  Deposits 

Another  aspect  of  the  cost  of  intermediation  is  the  rate 
paid  on  the 'less  liquid"  funds  placed  with  the  bank.   Minimization  of 
the  objective  function  would  be  approached  as  the  rates  paid  on  these 
deposits  increased  while  all  other  factors  were  held  constant.   The 
question  of  hovj  a  change  in  bank  structure  might  affect  Florida  in 
this  area  would  apparently  be  a  function  of  the  relationship  between 
these  rates  and  the  alternative  regulatory  sets. 

There  is  a  greater  possibility  for  the  expression  of  bank 
structure  effect  on  market  performance  in  the  rate  paid  on  time  and 
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savings  deposits  than  in  the  demand  deposit  service  charge.   Regula- 
tion permits  an  explicit  input  payment  and,  within  the  maximum  prescribed, 
there  is  the  possibility  of  establishing  a  structure-performance 
relationship. 

Hovjever,  the  possibility  of  explicit  price  competition  tends  to 
diminish  in  an  inflationary  environment.   The  demand  f-r  funds  con- 
sistently pushes  the  prices  paid  up  against  the  regulatcrv  mavLmum. 
The  Federal  Reserve  Survey  of  Time  and  Savings  Deposits  in  November  of 

Q 

1970   found  that  virtually  all  of  the  large  banks  and  -rst  cf  the 
smaller  ones  had  been  paying  ceiling  rates  for  manv  -ci-.Lhs.   In  fact. 
all  banks  were  paying  the  maximum  on  time  deposits  of  -~  100. 000  or 
less  with  a  maturity  of  less  than  one  year  as  of  Julv  :-l,  1970, 

On  the  other  hand,  an  investigation  of  the  rati   of  interest 
paid  to  time  deposits  by  state  as  of  December,  1970  (see  Table  27) 
shows  some  discernible  differences.   Statewide  branchir.'^  states  had  the 
highest  overall  average  followed  in  order  by  unit  banking  and  then 
limited  branching  states.   The  Florida  averages  v/ere  equal  to  or 
better  than  the  average  rates  for  the  multi-office  stares  as  a  group, 
although  they  were  exceeded  by  many  of  the  individual  branching  states. 
Although  some  forms  of  multi-office  banking  appear  to  be  consis- 
tent V7ith  higher  rates  on  time  and  savings  deposits)  the  rate  pattern 
suggests  that  bank  structure  may  be  a  minor  or  non-determining 
variable  at  the  state  level.   The  level  of  economic  activity  within 
the  state,  the  state  or  regional  demand  for  funds,  and  bank  size  all 
seem  to  be  more  important  determinants.   In  fact,  the  latter  element, 
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TABLE  27 

RATIO  OF  INTEREST  PAID  TO  TIME  DEPOSITS 
FOR  ALL  BANKS  BY  STATE, 
DECEMBER,  1970 


Tota 

1  Deposi 

ts  (in 

millions) 

Unit  Banking 

All 

Under 

Over 

States 

Banks 

$5 

S5-10 

$10-25 

S25-100 

$100 

Arkansas 

A. 55 

4.36 

4.56 

4.68 

5  . 0 

4.74 

Colorado 

4.68 

4.45 

4  72 

4.76 

-  n  1 

5.02 

Florida 

4.86 

4.85 

4.86 

4.63 

-.50 

4.78 

Illinois 

4.46 

4.28 

4.49 

4.52 

4.50 

4.78 

Iowa 

4.66 

4.55 

A. 72 

4.76 

-.^1 

4.44 

Kansas 

4.68 

4.62 

i.70 

4.73 

.-  .  -5 

5.51 

Minnesota 

4.69 

4.59 

4.72 

4.82 

—  -  .^  -J 

5.10 

Missouri 

4.65 

4.48 

4.68 

4.78 

-.89 

4.99 

Montana 

4.68 

4.61 

4.62 

4.69 

5  06 

iV 

Nebraska 

4.37 

4.13 

4.70 

4.85 

4.S4 

4.77 

North  Dakota 

4.87 

4.76 

4.96 

5.03 

^ .  58 

-- 

Oklahoma 

4.48 

4.38 

4.71 

4.55 

4.59 

4.46 

Texas 

4.61 

4.29 

4.62 

4.74 

/._  94 

5.43 

West  Virginia 

4.28 

3.97 

4.28 

4.38 

4.58 

-- 

Wyoming 

4.66 

4.51 

4.79 

4.62 

4.79 

-- 

Average 


4.61 


4.46 


4.70 


4.85 


4.91 


"Because  of  tlie  small  number  of  banks  in  this  category  the  data 
are  not  published. 
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TABLE  27  (Continued) 


Total 

Deposits  (in  mi 

llions) 

Limited  Branch- 

All 

Under 

Over 

ing  States 

Banks 

$5 

$5-10 

$10-25 

S25-100 

$100 

Alabama 

4.70 

4.74 

4.62 

4.66 

5.05 

4.71 

Georgia 

A, 80 

4.75 

4.77 

4.85 

5.02 

5  .04 

Indiana 

4.60 

4.43 

4.60 

4.65 

-.71 

4.68 

Kentucky 

4.28 

4.05 

4.19 

4.57 

4.73 

i.54 

Louisiana 

4.67 

4.37 

4.78 

4.59 

-.81 

5.12 

Massachusetts 

4.44 

3.90 

4.20 

4.35 

-.68 

4.79 

Michigan 

4.56 

4.12 

4.40 

4.54 

■-  -  S5 

■^,91 

Mississippi 

4.57 

4.40 

4.56 

4.72 

■-02 

-- 

New  Hampshire 

4.12 

3.76 

3.77 

4.51 

:.22 

-- 

New  Jersey- 

4.43 

4.56 

4.35 

4.38 

-.4" 

4.49 

New  Mexico 

4.70 

4.89 

4.51 

4.61 

:.'  .  :  0 

5.09 

New  York 

4.66 

3.95 

4.57 

4.43 

- .  8i 

5.25 

Ohio 

4.24 

4.06 

4.20 

4.24 

4.39 

4 .  56 

Pennsylvania 

4.33 

4.01 

4.21 

4.29 

4  .53 

4.  SO 

Tennessee 

4.67 

4.60 

4.58 

4.7^ 

4.82 

5.10 

Wisconsin 

4.65 

4.45 

4.67 

4.71 

i.93 

5.22 

Average  4.53    4.32    4.44    4.55    4. 73 


TABLE  27  (Continued) 
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Total  Deposits  (in  millions) 
Statewide  Branch-    All    Under  Over 

ing  States  Banks    $5    S5-10   $10-25   $25-100    $100 


Alaska 

Arizona 

California 

Connecticut 

Delaware 

Hawa  i  i 

Idaho 

Maine 

Maryland 

Nevada 

North  Carolina 

Oregon 

Rhode  Island 

South  Carolina 

South  Dakota 

Utah 

Vermont 

Virginia 

Washington 


5.19 

-- 

-- 

-- 

5.28 

5.17 

-- 

-- 

-- 

-- 

5.04 

-- 

4.81 

5.02 

5  .  lA 

4.41 

3.20 

4.39 

4.42 

^    ^7 

4.20 

4.17 

3.88 

4.15 

-- 

5.67 

-- 

-- 

-- 

5.W 

4.63 

4.23 

4.88 

4.52 

5  .10 

4.36 

-- 

4.23 

4.32 

-.s;. 

4.29 

4.06 

4.34 

4.34 

-^.-5 

5.03 

-- 

-- 

-- 

— 

4.87 

4.71 

4.65 

4.99 

z     1  r- 

4.74 

4.72 

4.68 

4.72 

A           0._C 

5.02 

-- 

-- 

-- 

5.83 

4.37 

4.17 

4.38 

4.49 

4.91 

4.78 

4.68 

4.81 

5.12 

5.C8 

4.68 

4.64 

4.69 

4.48 

^.82 

4.33 

3.82 

4.23 

4.39 

4.91 

4   65 

4.40 

4.65 

4.64 

4.79 

4.65 

4.57 

4.54 

4.69 

4.84 

5.10 
5.11 
4.73 

5  AS 
4.79 
4.43 
4.2S 
5.02 
5  .  03 
4.97 

^ .  12 
5.10 
5.13 

4.87 
4.97 


Average 


4.74 


4.2? 


4.51 


4.59 


5.01 


4.36 


Source:   Bank  Operating  Statistics.  1970,  Federal  Deposit  Insurance 
Corporation,  July   1971. 
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bank  size,  has  appeared,  in  time  past,  to  be  the  most  important 

determinant  of  the  relative  level  of  these  rates.   It  is  evident  in 

Table  27  that  the  average  ratio  increases  with  increases  in  size  so 

that  the  largest  banks  have  the  highest  ratios  regardless  of  the 

regulatory  set.   The  Federal  Reserve  survey  of  1966^  revealed  that 

when  the  overall  demand  for  funds  is  less,  the  size  differential  is 

even  more  evident  as  the  larger  banks  tend  to  be  com~!ittee  to  higher 

rates  in  order  to  support  their  competitive  position  in  the  larger 

markets.   To  the  extent  that  multi-office  banking  encc. :.r£ge£  or  facil; 

tates  the  emergence  of  large  banks,   then  it  would  ap-sir  thac  this 

regulatory  set  will  be  more  consistently  associated  v.-l":;  relacively 

higher  rates  than  the  uni-cffice  alternative. 

Perhaps  a  more  valid  statement  of  the  impact  .-f  'structure  on 

interest  paid  is  to  be  found  within  those  states  whsr;  all  t^pes  of 

structures  are  permitted  and  the  alternatives  com.pere  en  the  local 

level.   Several  studies  have  been  undertaken  on  this  cuestion  and  the 

consensus  generally  agrees  with  the  conclusion  reached  in  the  New 

York  Bank  Study: 

The  large  branch  banks  have  usually  paid  the  highest  rates 
among  the  banks  since  the  early  1950' s.   In  alrriost  all 
communities  where  both  unit  and  branch  banks  were  located, 
they  paid  identical  rates." 

Further,  the  work  done  by  Shull  and  Horvitz   on  the  rates  paid  in 

rural  towns  tends  to  substantiate  the  suggested  structure/rate 

relationship.   They  found  a  significant  degree  of  correlation  between 

the  branching  law  of  the  state  and  the  interest  rates  being  paid  in 

such  areas.   In  fact,  they  found  that  the  greater  threat  of  entry 

coincidental  with  minimum  branching  restrictions  caused  unit  banks 

in  branching  states  to  becorie  more  price  competitive  in  this  area. 
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Based  on  these  several  studies,  it  v/ould  appear  that  tlie  intro- 
duction of  multi-office  banking  to  Florida  would  have  the  desired 
effect  on  the  cost  of  intermediation.    Within  the  limits  defined 
by  regulatory  maximums  and  the  state's  economic  environment,  it  is 
probable  that  multi-office  banking  would  lead  to  rates  within  the 
state  that  were  higher  than  those  which  appear  under  che  existing 
regulatory  set.   Larger  banks  and  more  local  penetraci^Dn  ccuid  be 
expected  to  raise  Florida  rates  relative  to  current  rr  possible 
levels  under  unit  banking. 

Deposit  Structure 

Deposit  structure,  like  most  other  indicia  of  oHrJ,  perforrriance, 
is  a  function  of  several  variables.   In  part,  it  is  r.erely  an 
extension  of  the  bank's  rate  structure  for  inputs.   Cr.ar.ges  in  the 
compensation  for  the  various  sources  of  funds  will  re^u'jt  in 
changes  in  the  fund  input  combination.   However,  che  re  are  e>:T;ernal 
variables  such  as  the  level  of  income  and  depository  siternatives 
which  may  play  important  roles  in  determinig  the  input  composition. 

In  terms  of  the  objective  function,  the  optimal  depcsic  structur 
would  be  the  one  consistent  with  m.aximum  sustainable  cc^ipensation 
for  the  fund  inputs.   The  global  view  of  the  intermediation  process 
would  be  indifferent  as  to  which  financial  institution  successfully- 
captured  the  input  as  long  as  the  result  was  the  minim.ization  of  the 
cost  of  intermediation. 

It  would  appear  that  deposit  structure  in  commercial  banking 
approaches  optimality  as  time  to  total  deposits  increase.   A  change 
in  time  deposit  rates  alters  the  relative  rates  on  time  and  demand 
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deposits.    Inas.nuch  as  these  are  partial  substitutes  for  each 
other,  a  rise  in  time  deposit  rates  should   increase  the  time 
to  total  deposit  ratio.   Furthermore  while  there  are  no  alternative 
depositories  for  the  highly  liquid  funds,  there  are  several  for  these 
less  liquid,  store  of  value  funds.   Therefore,  the  -ere  presence 
of  the  commercial  bank  in  the  market  for  these  funds  at  ail  levels 
provides  a  viable  alternative  for  the  offerees  and  a~    increased  timt 
to  total  deposit  ratio  may  reflect  this  added  service.   Ic  vculd . 
therefore,  follow  that,  other  things  being  equal,  the  ':-.igher  the  tin 
to  total  deposit  ratio,  the  better  the  m.arket  perfcr-^r.ce  in  terms 
of  input  price  and  service  and  the  lower  the  cost  ci  -_7.L6r-iediation . 

Looking  directly  at  the  time-to-total  deposit  i;:ric  in  the 
various  states  (Table  28),  it  is  evident  that  this  tezic    is  higher 
in  those  states  which  permit  some  form  of  multi-office  banking. 
Florida's  ratio  of  50.9  percent  is  well  below  the  average  of  the 
multi-office  states  and  stands  thirty-first  among  all  states. 

The  difference  in  this  ratio  is  particularly  noticeable  in 
the  largest  bank  category'.   Apparently  the  nature  of  time  deposit 
servicing  changes  in  the  larger  banks  and  the  demands  of  the  fund- 
holders  in  national  markets  create  new  forms  of  competition,  i.e., 
certificates  of  deposits.   The  larger  unit  bank  tends  to  move  into 
this  market,  where  relative  price  is  the  most  important  variable, 
alm.ost  to  the  exclusion  of  the  local  market,  where  convenience  is 
primary.   On  the  other  hand  the  large  branch  banks  maintain  an 
active  position  in  both  markets  -  chey  have  the  resources  to  issue 
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competitive  certificates  of  deposits  and  they  have  the  local  outlets 

15 
to  provide  competitive  convenience  for  small  depositors. 

Reference  to  Table  28  will  give  some  indication  of  the  relative 

^   16   ^,  ,    , 
importance  of  non-local  sources  of  store  of  value  funds.     Altnough 

there  are  some  large  variations,  the  difference  between  the  relative 
importance  of  the  certificate  of  deposit  as  a  source  of  f-^nds  for 
the  bank  is  particularly  wide  (30.7  -  multi-office,  versus  55.2  - 
uni-office).   Florida's  figure  of  43.7  was  higher  than  zze   multi- 
office  average  and  has  been  fairly  constant  over  tne  ^a.?t  tnree 
years.   It  would  appear  that  the  increased  inflow  of  stcre  or  value 
funds  that  could  be  expected  with  the  m:ulti-of f ice  set  -rcu^c  be 
primarily  through  savings  accounts  thus  decreasing  t-..  relative,  out 
not  necessarily  absolute,  importance  of  the  certiticaze  ct  deposit . 
Another  approach  to  this  question  is  to  relate  me  propensity 
of  the  population  to  save  via  local  financial  instit  r_cr:s  to  the 
regulatory  set.   It  can  be  seen  in  Table  29  that  the  r^-ic  of  total 
savings  of  this  type  to  personal  income  per  capita  te-:a3  to  De 
about  the  same  under  the  several  alternatives.   This  is  contrary 
to  the  Schweiger  and  McGee  results    in  which  they  found  that  states 
with  multi-office  banking  had  the  larger  volume  of  savings  in  local 
institutions  relative  to  population  income. 

However,  it  can  be  suggested  that  these  state  figures  will 
obscure  the  local  situation  and  for  this  reason  there  is  a  need 
to  look  more  intensively  at  Florida's  deposit     structure. 


Total  deposits  in  Florida  as  of  December  31,  1970,  amounted 

19 
to  $13,937,771,000   which  represented  better  than  90  percent  of  the 
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TABLE  29 

RATIO  OF  SAVINGS  HELD  IN  LOCAL  FINANCIAL 

INSTITUTIONS    TO    PERSONAL    INCOl^IE 

BY  STATE,  DECEMBER  31,  1969 


State 


Unit  Banking  States 
"Ratio  of 
Savings  to  Total  Personal  Inconie 
Personal  Income  Commercial   Savings  &     Mutual 
per  Capita       Banks    Loan  Assn.    Savings 


-al 


Arkansas 

$2520 

23.2 

17.1 

Colorado 

3568 

22.6 

26.8 

Florida 

3427 

24.9 

35.1 

Illinois 

4310 

30.7 

27.4 

Iowa 

3517 

31.2 

17.4 

Kansas 

3531 

25.6 

22.7 

Minnesota 

3608 

31.5 

21.9 

Missouri 

3495 

26.9 

22.7 

l^Iontana 

3.24 

36.3 

11.1 

Nebraska 

3642 

25.8 

21.0 

North  Dakota 

3011 

40.7 

21.7 

Oklahoma 

3065 

25.5 

17.8 

Texas 

3254 

30.0 

18.6 

West  Virginia 

2610 

27.0 

8.5 

Wyoming 

3447 

34.1 

14.6 

.0 


Average 


$3340 


29.1 


20.3 


49.4 


*   These  ratios  are.,  arrived  at  by  computing  the  per  capita  savings  in 
each  of  the  financial  institutions  and  then  comparing  these  on  a  ratio 
basis  with  personal  income  per  capita.   Thus,  the  savings  in  commercial 
banks  (time  and  savings  deposits,  IPC)  in  Arkansas  represented  23.2 
percent  of  personal  income  while  holdings  in  savings  and  loan  associa- 
tions were  17.1  percent  of  personal  income  for  a  local  savings  ratio  of 
40.3. 
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TABLE  29    (Continued) 


Limited   Branching   States 


Ratio   of 

Savings  to  Total  Personal  Income 

Mutual 
Personal  Income  Commercial   Savings  &    Savings 
State per  Capita Banks    Loan  Assn. Banks 


Total 


Alabama 

$2567 

Georgia 

3040 

Indiana 

3691 

Kentucky 

2850 

Louisiana 

2780 

Massachusetts 

4128 

Michigan 

3944 

Mississippi 

2192 

New  Hampshire 

3474 

New  Jersey- 

4278 

New  Mexico 

2894 

New  York 

4421 

Ohio 

3779 

Pennsylvania 

3664 

Tennessee 

2810 

Wisconsin 

3647 

22.0 
19.7 
25.7 
22.0 
23.4 
11.7 
34.3 
22.1 
15.6 
23.2 
20.7 
29.9 
26.8 
30.3 
27.2 
31.3 


13.0 
19.0 
19.0 
19.5 
20.5 
17.1 
12.4 
15.0 
13.6 
20.4 
16.5 
12.7 
30.6 
17.2 
16.2 
23.6 


4,9 


8.1 


^3.5 
8.5 


8.6 


35.0 
38.7 
49,6 
41.5 

36.'-^ 


72 . ; 
52 .  i 
37.2 
90.7 
57. i- 
56.1 
43.4 
54.9 


Average 


33? 


24.1 


17.9 


7.6 


49.6 
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TABLE  29  (Continued) 


State 


Alaska 

Arizona 

California 

Connecticut 

Delaware 

Hawaii 

Idaho 

Maine 

Maryland 

Nevada 

North  Carolina 

Oregon 

Rhode  Island 

South  Carolina 

South  Dakota 

Utah 

Vermont 

Virginia 

Washington 


Statewide  Branching  States 
Ratio  of 

Savings  to  Total  Personal  Income 

Mutual 
Personal  Income  Commercial   Savings  &   Savings 
per  Capita Banks     Loan  Assn.    Eanks 


$4512 
3336 
4272 
4537 
4013 
3882 
2857 
3039 
4095 
4359 
2890 
3565 
3779 
2580 
3051 
2994 
3267 
3294 
3835 


19.7 

30.0 

28.3 

13.9 

21.7 

24.3 

30.3 

19.1 

12.9 

26.9 

19.5 

29.4 

20.4 

10,0 

39.2 

27.3 

35.4 

25.5 

19.8 


5.2 
17.2 
37.1 
10.7 
4.5 
22.5 
14.2 
7.1 
19.0 
31.0 
20.0 
19.1 
12.4 
22.8 
11.2 
25.4 
5.8 
10.9 
19,3 


10.6 


5.3 


18.7 


9.1 


65 

60 


32.8 
50  4 
52.7 
59.9 
36.4 
48.2 


Average 


3587 


23,9 


16.6 


7.9 


48.8 


Source:   Statistical  Abstract  of  the  United  States,  1970;  Savings  and  Loan 
Fact  Book,  1970;  Report  of  Income,  Assets  and  Liabilities,  Comm- 
ercial and  Mutual  Savings  Banks,  December  31.  1969. 
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total  funds  devoted  to  commercial  banking  in  the  state.   The  size  of 
this  figure  ranks  Florida  first  (excluding  Texas)  in  total  deposits 
in  the  South  and  ninth  in  the  nation.   In  terms  of  deposit  growth, 
Florida  has  experienced  a  greater  percentage  increase  in  deposits 
(4507o+)  since  1950  than  any  of  the  other  larger  states. 

Consistent  with  the  bank  facilities  figures,  the  coilar 
volume  of  total  deposits  is  greatest  in  the  more  densely  populated 
areas  of  the  state.   The  banks  of  the  twelve  counties  '•;itr:  popula- 
tions in  excess  of  one  hundred  thousand  persons  held  > 11  7C7,  727 ,000 
in  deposits  or  about  84  percent  of  the  state's  total, 

V/ithin  six  of  these  high  deposit  counties.  Dads  7-jval.  Hills- 
borough, Orange   Pinellas,  and  Brov/arc ,  there  is  ane-h'i:.-  level  of 
concentration  -  15  large  metropolitan  banks  ,  each  of  which  has  a 
deposit  volume  as  of  December  31,  1970  in  excess  o£  Sil3  000,000 
(Table  30) .   These  15  offices  represent  less  than  3  oercant  of 
all  offices  in  the  state  and  hold  better  than  38  percent  of  all 
deposits . 

An  examination  of  the  savings  ratios  as  defined  previously 
within  the  separate  counties  reveals  rather  wide  dispersion  around 
the  state  average  (Table  31  and  32).   In  8  percent  of  the  counties 
the  savings  ratio  is  less  than  10  percent  while  in  6  percent,  the 
savings  ratio  exceeds  90  percent.   More  than  half  the  counties 
of  the  state  have  a  savings  ratio  of  less  than  40  percent.   This 
inform.ation ,  coupled  with  the  deposit  concentration  data,  indicates 
Florida's  unitary  constraint  has  provided  or  encouraged  multiple 
local  savings  outlets  in  the  densely  populated  areas  of  the 
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TABLE  3C 

FLORIDA  BANKS  V.'IIH  DEPOSITS 
OVER  $115,000,000,  DECEMBER  31,  1970 


Total  Deposits 
(Thousands  of  Dollars) 


First  National  Bank  $823,487 

Miami 

Florida  National  Bank  292.561 

Jacksonville 

Atlantic  National  Bank  283,729 

Jacksonville 

First  National  Bank  267.928 

Tampa 

First  National  Bank  233.25:. 

Orlando 

Exchange  National  Bank  222,^+71 

Tampa 

Barnett  National  Bank  206, S5i 

Jacksonville 

First  National  Bank  196. 77S 

Ft.  Lauderdale 

Miami  Beach  First  National  186, 20i 

Miami  Beach 

Florida  National  Bank  and  Trust  Co.  182.094 

Miami 

City  National  Bank  174,929 

Miami 

First  National  Bank  161,003 

St.  Petersburg 

Union  Trust  Bank  15  2,443 

St.  Petersburg 

Broward  National  Bank  126,477 

Ft.  Lauderdale 

Marine  Bank  and  Trust  Co.  118,936 

Tampa 

Source:   Florida  Bank  Directory,  1971.  Florida  Bankers  Association 
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TABLE  31 

RATIO  OF  SAVINGS  HELD  IN  LOCAL  FINANCIAL 

INSTITUTIONS  TO  PERSONAL  INCOME 

IN  FLORIDA,  BY  COUOTIES ,  1969 

Ratio  of  Savings  to  Total  Personal 

Personal  Income   Commercial      Savings  cx 
County per  Capita Banks Loan  Assn Tot; 


Alachua 

Baker 

Bay 

Bradford 

Brevard 

Broward 

Calhoun 

Charlotte 

Citrus 

Clay 

Collier 

Columbia 

Dade 

DeSoto 

Dixie 

Duval 

Escambia 

Flagler 

Franklin 

Gadsden 


S2687 
1850 
2906 
2161 
3796 
3443 
2246 
2151 
2178 
1898 
2743 
2597 
3833 
1977 
2249 
3339 
3149 
2276 
1670 
1560 


18.5 
21.1 
17.0 
16.6 
13.7 
27.8 
14.0 
43.9 
41.1 
21.6 
51.8 
23.3 
28.4 
20.3 
17.4 
23.4 
11.1 
30.7 
13.2 
20.8 


24.  S 


17.0 


21.6 

38.2 

16 . 3 

30.0 

48.7 

46.5 

-- 

14.0 

36.9 

80.8 

18.5 

59.6 

24.5 

46.2 

10. S 

62.6 

10.6 

33.9 

47.6 

76.0 

27.4 

47  .7 

-- 

17.4 

12.6 

36.0 

9.7 

20.8 

— 

30.7 

— 

13.2 

17.6 

38.4 
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TABLE  31  (Continued) 


Ratio  of  Savings 


to  Total 

Personal 

Income 

County 

Personal  Income 
per  Capita 

Comrriercial 
Banks 

Savings 
Loan  As: 

3n. 

Total 

Gilchrist 

$2078 

5.6 

-- 

5.0 

Glades 

2378 

-- 

-- 

-- 

Gulf 

3134 

17.5 

15.8 

33.3 

Hamilton 

2856 

16.6 

-- 

16.6 

Hardee 

2253 

25.9 

24 . 1 

50.0 

Hendry 

3189 

9.7 

9.2 

19.  D 

Hernando 

1978 

51.0 

2  0 . 4 

71 .4 

Highlands 

2660 

46.8 

20-- 

71.^ 

Hillsborough 

3071 

25.7 

2C.S 

H-u  ,  j; 

Holmes 

1654 

19.8 

-- 

19.8 

Indian  River 

2951 

24.5 

20,:^ 

45.4 

Jackson 

2613 

13.8 

6  . 0 

19. S 

Jefferson 

1998 

21.4 

-- 

21.4 

Lafayette 

3360 

12.4 

-- 

12.4 

Lake 

2234 

54.4 

39.1 

93.5 

Lee 

2775 

48.7 

28,6 

77.3 

Leon 

2973 

17.8 

29.5 

47.3 

Levy 

2266 

8.3 

20.6 

28.9 

Liberty 

2652 

-- 

-- 

-- 

Madison 

1919 

27.1 

-- 

27.1 

Manatee 

2836 

41.3 

43.4 

84.7 

Marion 

2244 

31.6 

20.8 

52.4 

Martin 

2730 

47.8 

39.4 

87.2 

Monroe 

3491 

9,1 

8.5 

17.6 
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TABLE  31  (Continued) 


Ratio  of  Savings 


to  Total 

Personal  Income 

Personal  Incc~e 

Commercial 

Savings  & 

County 

per  Capita 

Banks 

Loan  Assn. 

Total 

Nassau 

$2963 

5.9 

9.3 

15.2 

Okaloosa 

2955 

10.2 

5  .3 

15.5 

Okeechobee 

1604 

29.0 

33.8 

62.8 

Orange 

3038 

41.9 

36.0 

77.9 

Osceola 

3059 

12.2 

9  n  '; 

32.4 

Palm  Beach 

3491 

29.4 

i-i. ; 

70.5 

Pasco 

1753 

58.4 

23 .  C- 

1.4 

Pinellas 

3071 

51.3 

54.5 

115.8 

Polk 

2896 

27.7 

2.  i. .  .- 

48.7 

Putnam 

2421 

17.5 

IS. 2 

36.7 

St.  Johns 

2995 

25.5 

15  .  -J 

41.2 

St.  Lucie 

2784 

15.9 

38.6 

55.4 

Santa  Rosa 

3149 

17.6 

9.7 

27.3 

Sarasota 

3181 

57.1 

7^.  9 

132.0 

Seminole 

3038 

16.1 

13  .3 

29.4 

Sumter 

1879 

11.9 

-- 

11.9 

Suwanee 

2360 

29.7 

11.6 

41.3 

Taylor 

2610 

18.5 

10.5 

29.0 

Union 

2029 

13.2 

--  13.2 

13.2 

Volusia 

2695 

34.3 

58.9 

93.2 

Wakulla 

1870 

— 

-- 

— 

Walton 

2327 

1^.4 

6.7 

21.1 

Washington 

1903 

9.2 

-- 

9.2 

Source:   F]_ 

orida  Statistical 

Abstract,  1970. 

TABLE  32 

DISTRIBUTION  OF  FLORIPA  COUNTIES 
BY  SAVINGS  R.\TIOS,   1969 
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Savings  Ratios 
0-9.9      10-19.9 


20-29.9 


30-39.' 


Number  5 

Percentage         7.5 
Cum.  Percentage    7.5 


13 

19.4 
26.9 


9 
13.4 
40.3 


9 

13. 
6£ 


Savings  Ratios 
50-59.9     60t69. 


70-79, 


80-89.9    90-99,^ 


Number  4 

Percentage         6.0 
Cum.  Percentage   74.6 


3 

4.5 
79.1 


6  4  4 

8.9         6.0        6.0 
88.0        94.0      100 


Source:   Table  31, 
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state,  but  in  the  large  majority  of  the  counties,  the  local 
savings  alternatives  are  less  than  adequate  or  at  least  less  than 
average. 

This  conclusion  is  similar  to  the  one  reached  in  the  Schweiger 

20 
and  McGee  study   in  which  they  found  the  broader  the  range  of  local 

alternatives,  the  larger  the  savings  ratio.   Their  examination  of 

local  markets  in  different  regulatory  environments  sheared  malti- 

office  banking  consistently  associated  with  more  alterr.arives  and 

a  higher  savings  ratio  than  the  uni-office  set. 

While  minimization  of  the  cost  of  intermediaticr.  rises  not 
require  that  the  "store  of  value"  funds  be  placed  in  t  .cmrr.ercial 
bank,  commercial  bank  efforts  to  secure  such  funds  are  _coked  en  as 
an  indication  of  a  competitive  environment  in  which  tr.e  ccst  of 
intermediation  can  be  minimized. 

Non-bank  competition  for  these  funds  is  rather  aiversif led  and 
the  individual  bank  would  be  expected  to  use  the  limited  price 
flexibility  afforded  in  this  area  to  combat  the  loss  oi  such  funds 
to  savings  and  loan  associations,  credit  unions,  mutual  savings 
banks,  etc.   However,  the  evidence  is  not  conclusive  chat  the 
presence  of  a  non-bank  financial  institution  has  any  systematicinfluer.ee 

on  the  rates  paid  by  commercial  banks  on  time  and  savings  deposits. 

21 
In  fact,  some  studies   have  concluded  that  unit  banks  in  unit 

banking  states  are  not  willing  or  able  to  competewith  the  non- 
bank  financial  institution  for  these  funds. 

It  can  be  seen  from  Table  33  how  this  situation  has  evolved  in 
the  Southeast.   The  savings  and  loan  association  is  much  more  pre- 
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TABLE  33 

CERTAIN  ASPECTS  OF  SAVINGS  AND  LOAN  ASSOCIATIONS  IN  FLORIDA, 

OTHER  SPECIFIED  SOUTHE^^STERN  STATES,  AND  UNITED  STATES, 

DECEMBER  31,  1969 


State 


Percent  of  Total   Number  of  Total  Assn. 

Savings  Held  by  Savings  and  Assets 

Savings  and  Loan     Loan  (Millions  of    Per  Cap; 

Associations"  Associations  Dollars)       Assets 


Florida 

597o 

Georgia 

47 

Alabama 

36 

Mississippi 

38 

Louisiana 

46 

North  Carolina 

50 

United  States 


48 


5,8 


135 

8,256 

106 

2,682 

59 

1,177 

77 

777 

106 

2,133 

182 

3,012 

898 

162,162 

,299 


329 
570 
579 

803 


Source:   Savings  and  Loan  Fact  Book,  1970,  United  State.-  Sc 

Loan  League,  1970;  Table  29. 
"  This  figure  represents  the  portion  of  savings  held  in  loc 
institutions  maintained  in  a  savings  and  loan  associaticT: . 


159 


dominant  in  Florida  than  in  any  of  its  multi-office  neighbors  or 
the  United  States  as  a  whole.   In  Florida,  as  a  matter  of  fact,  the 
situation  is  further  intensified  by  the  fact  that  the  savings  and 
loan  association  is  permitted  to  branch  locally.   The  result  has  been 
that  the  greatest  part  of  the  locally  held  store  of  value  funds 
(60  percent)  have  found  their  way  into  non-bank  financial  institu- 
tions. 

In  summary,  the  deposit  structure  that  is  cons-s::£nt  with 
the  minimization  of  the  cost  of  intermediation  is  o-.r;  :.n  which 
the  time-to-total  deposit  figure  is  relatively  high.   The  pre- 
dictability of  this  relationship  depends  on  how  close -■:  it  arproxi- 
mates  a  uni-variant  or  "all  other  things  being  equa  T'  j-_~uation. 

To  the  extent  that  the  deposit  structure  does  :ir::.litEte  the 
cost  minimization  objective,  the  empirical  evidence  sureescs  multi- 
office  banking  fares  better.   The  tine-to-total  deposit  ratio  as 
well  as  the  local  savings  ratio  are  consistently  higner  under  the 
multi-office  alternatives. 

Further,  the  ability  or  willingness  of  the  cor-r:ercial  bank 
to  compete  for  these  funds  appears  to  be  enhanced  by  the  multi- 
office  set. 

The  Florida  situation  corresponds  to  the  general  pattern  and 
it  would  be  reasonable  to  forecast  an  overall  higher  time-to-total 
deposit  ratio  for  the  state  under  multi-office  banking  as  well  as 
a  reduction  in  the  local  iriarkets  where  local  savings  outlets  are 
few  and  savings  ratios  are  particularly  low. 


160 
Capital  Structure 
Historically,  the  capital  structure  of  the  conmiercial  bank 
has  been  made  up  exclusively  of  equity  funds.   Senior  capital  (debt 

instruments  and/or  preferred  stock)  V7as  seldom  used  until  the  onset  of 

22 
the  Depression.     Its  use  during  this  period  v/as  vie\,-ed  as  an 

emergency  measure  and  most  bankers  hastened  to  eliminate  such  securi- 
ties from  their  capital  structures  as  economic  conditions  improved. 
So  it  was  that  a  discussion  of  the  banking  system's  c;._-ital  structure 
in  1960  was  singularly  uninteresting  inasmuch  as  equiu"-  sources 
supplied  99  percent  of  all  capital  funds. 

However,  during  the  post-war  period  comraerciai  bj.riks  had  been 
undergoing  rapid  change  in  their  portfolios  as  risk  z.-Ezlzs   had 
increased  sora  600  percent  betvjeen  1945  and  1960  as  a  result  of  the 
loan  component  increasing  from  17  percent  of  total  asst-s  to  over 
50  percent.   This  shift  in  portfolio  composition  as  ^ei  I  as  the 
rapid  growth  of  the  banks  had  put  a  strain  on  equitv 
source  of  capital  funds  and  the  risk  asset  ratio  had 
25,2  percent  in  1945,  to  11.7  percent,  in  1960, 

In  response  to  these  pressures,  the  Comptroller  cf  the  Currency 
published  new  rulings  in  December,  1962  permitting  national  banks 
to  issue  a  limited  amount  of  capital  notes  and  debentures.   Since 
that  date  the  banking  industry  has  rapidly  availed  itself  of 
this  source  of  capital  and  at  the  beginning  of  1970  long-term 
debt  represented  some  6  percent  of  all  capital;  whereas  at  the 
beginning  of  I960  it  was  contributing  less  that  .5  percent. 


:ne  so  le 


.med  ircm 
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This  rapid  increase  in  the  use  of  debt  instruments  has  led  some 
to  suggest: 

The  impact  on  banking  of  a  greater  use  of  debenture 
capital  in  the  total  capitalization  picture  can  be  nothing 
but  advantageous  ...  as  far  as  the  prospect  for  future 
sales  of  common  stock  by  established  banks  is  concerned, 
the  likelihood  is  that  they  would  be  "never"  or  at  best 
"hardly  ever. "23 

The  use  of  senior  securities,  up  to  a  moderate  a-xunt,  has 
some  very  definite  advantages .^^   The  most  important  ones  are: 
(1)  the  issuance  of  senior  securities  avoids  the  dilj-ion  cf  owner- 
ship interest;  (2)  the  use  of  such  financing  may  prov^ce  increased 
returns  to  the  stockholder  from  a  decreased  cost  of  capital.   From 
the  point  of  view  of  the  cost  of  intermediation,  thi^  .;daicional 
source  of  capital  funds  provides  an  additional  cushic;._  for  the 
depositor  and  reduces  the  probability  of  the  infinl-e  --st  of 
failure.   In  addition,  if  the  bank  operates  in  a  relatively  coiriDeti- 
tive  market,  the  reduction  in  the  cost  of  capital  frcx  -he  ncderate 
use  of  debt  will  enhance  profitability  which  will  eventually  be 
passed  on  to  customers,  thus  reducing  the  cost  of  intermediation. 
Other  possible  intermediation  benefits  would  include: 

Borrowers  from  a  bank  with  a  larger  capital  base 
(increased  by  use  of  debt)  may  find  such  a  bank  ir:ore 
"aggressive"  in  its  lending  policy.  .  .  and  more  willing 
to  innovate  and  experiment  with  new  or  different  ways 
of  providing  bank  services. 25 

If  capital  adequacy  is  a  continuing  problem,  and  if  the  debt  can 
be  used  to  meet  this  problem  and  at  the  same  time  contribute  to  a 
reduction  in  the  cost  of  intermediation,  then  the  germane  question 
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for  this  study  is  whether  the  regulatory  set  is  a  determining 
variable  in  bankers'  decisions  as  to  the  source  of  capital  funds. 
An  examination  of  the  data  presented  in  Table  34  indicated 
that  the  use  of  capital  notes  and  debentures  has  been  much  more 
prevalent  under  the  multi-office  set  than  under  the  uni-office 
constraint.   The  average  figure  for  the  former  set  is  twice  the 
average  for  the  latter  and  in  those  states  vjhere  state  banks  are 
allowed  to  use  this  source  the  difference  is  even  -wider.   The 
Florida  figure  of  3.9  percent  is  significantly  belo;  ;he  average 
for  the  multi-office  states  of  5.4  percent  and  is  thc:  seventeen;:h 
highest  figure  in  the  nation.   In  general,  it  wouic  appear  tr.ac  tne 
regulatory  set  is  a  determining  or  at  least  a  periy^isi :  ■■■£  variiDie  m 
the  use  of  capital  notes  and  debentures  as  a  source   -  capital 
funds . 

There  is  some  logic  underlying  this  relationship.   The  decreasec 
risk  and  asset  concentration  resulting  from  the  geograp^iic  Dis- 
persion of  multi-office  banking  enables  the  multi-office  bank  to 
more  readily  accept  the  financial  risk  inherent  in  the  fixed  charges 
of  debt  capital.   In  addition,  usage  of  this  form  of  capital  has 
generally  been  a  big  bank  phenomenon.   Only  4  percent  of  all 
insured  banks  have  issued  debentures;  however,  over  40  percent  of  the 
100  largest  banks  have  used  this  instrument.     Large  banks,  like 
other  large  firms,  experience  an  advantage  in  raising  capital  of 
any  type  -  their  size  and  national  reputation  facilitates  sale  or 

placement.   In  addition,  regulations  as  to  the  maximum  debt-to- 

27 
capital  stock  and  surplus   means  that  the  small  bank  will 
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TABLE  34 

SOURCES  OF  CAPITAL  FUNDS,  COMMERCIAL  BANKS, 
DECEMBER  31,  1969,  BY  STATES 
(AS  A  PERCENT  OF  TOTAL  CAPITAL) 


Unit  Banking  States 


State     Capital  Notes   Preferred   Common  Surplus 
and  Debentures    Stock     Stock 


jnciiviGec;   KeservcS 
Profits 


Arkansas 

4 

4 

Colorado 

3 

6 

Florida 

3 

9 

Illinois 

1 

9 

Iowa 

0 

9 

Kansas 

1 

7 

Minnesota 

4 

3 

Missouri 

3 

8 

Montana 

1 

6 

Nebraska 

1 

4 

North  Dakota 

2 

3 

Oklahoma 

4 

6 

Texas 

2 

.2 

West  Virginia  0.4 

Wyoming 

3 

.2 

0,0 
0.1 
0.1 
0.1 
0.1 
0.1 
0.1 
0.3 
0.0 
0.1 
0.0 
0.1 
0.1 
0.0 
0.1 


26.0 

37.9 

28,5 

41,2 

34.4 

41.0 

29.7 

42,6 

22.5 

38.6 

25.4 

42.9 

27,4 

37.3 

26,2 

35.9 

36.2 

37.1 

25.8 

35.5 

28.3 

36.1 

27.7 

34.6 

31.8 

39.8 

21.9 

50.3 

12.7 

48.6 

.3  4 


29.3 
31,9 
22,6 
23.5 
32,3 


2.3 
7.5 
2 .  c 
1.3 
2.2 
1.4 
O.I 
2.2 
3.5 
1.1 
3.5 
3,9 
3-2 


Average 


2.7 


0,1 


27.0 


40.0 


27.6 


2.6 
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TABLE  34  (Continued) 


Limited  Branching  States 


State    Capital  Notes   Preferred  Conmon  Surplus  Undivided  Reserves 
and  Debentures    Stock     Stock  Profits 


Alabama 

0.5 

0.0 

27.6 

39.3 

29.3 

3.2 

Georgia 

9.4 

0.0 

23.7 

38.5 

—  0,4 

S.O 

Indiana 

1.7 

0.0 

24.7 

42.0 

~  C   "J 

1.8 

Kentucky 

1.9 

0.1 

22.0 

48.2 

25.1 

2.8 

Louisiana 

2.2 

0.6 

25.2 

47.4 

V  "   ^ 

1.1 

Massachusetts 

4.6 

0.1 

23.9 

48.5 

■  "■ .  9 

4.0 

Michigan 

10.9 

2.5 

2A.4 

41.5 

IB. 5 

2.4 

Mississippi 

2.9 

0.1 

25.4 

67.2 

1.9 

2.4 

New  Hampshire 

0.5 

0.1 

19.7 

53.0 

2-.  7 

2.1 

New  Jersey 

5.1 

1.0 

26,7 

44.3 

20.5 

3.1 

New  Mexico 

3.3 

0.0 

30.2 

30.5 

IS.  9 

17.2 

New  York 

8.0 

0.5 

26.0 

46.4 

16.9 

2.3 

Ohio 

2.0 

0.1 

26.2 

49.6 

20.8 

1.4 

Pennsylvania 

3.4 

0.3 

20.9 

51.5 

21.5 

2.4 

Tennessee 

3.5 

0.1 

26.5 

40.3 

27.3 

2.3 

Wisconsin 

3.2 

0.1 

27.1 

43.7 

23.9 

1.9 

Average 


3.9 


0.1 


25.0 


45.7 


21.4 


3.7 
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TABLE   34  (Continued) 


Statewide  Branching   States 


State 


Capital  Notes   Preferred   Common   Surplus   Undivided   Reserves 
and  Debentures    Stock     Stock  Profits 


Alaska 

2,0 

Arizona 

16.1 

California 

9.1 

Connecticut 

6.0 

Delaware 

0.0 

Hav/aii 

19.8 

Idaho 

3.0 

Maine 

4.7 

Maryland 

3.0 

Nevada 

3.8 

North  Carolina  10.4 
Oregon  1.0 
Rhode  Island  10.9 
South  Carolina  1.7 
outh  Dakota  1.0 
tah  2.4 

/ermont  4.3 
irginia  1.4 
;7ashington     1.1 


i.verage 


5.4 
5.1 


0.0 
0.0 
0.1 
0.0 
0.0 
0.0 
0.1 
0.1 
0.0 
0.0 
0,1 
0.0 
0.0 
0.6 
0.0 
0.0 
0.1 
0.0 
0.0 

0,1 
0,1 


35.1 

37.5 

23.9 

37.8 

27.1 

43.5 

24.4 

50.1 

27.7 

54.1 

22.9 

33.4 

29.7 

48.7 

31.5 

33.5 

26.3 

44.8 

39.6 

23.7 

20.7 

48.4 

36.5 

37.3 

24.8 

26.7 

29.9 

43.4 

26.9 

38.7 

29.2 

49.7 

27.6 

34.9 

31.8 

43.2 

31.7 

38.2 

28.8 

40.9 

26.6 

43.9 

20.0 


18 

c: 

30 

0 

23 

1 

27 

0 

23 

0 

21 

4 

5.4 
0.2 
1.4 
0.1 
0.1 
2.4 
O.i 
0.7 
4,7 
0.1 
0,9 
0.1 
9.5 
2.8 
1.9 
0.1 
2.1 
1.0 
2.3 

1.9 
2.8 


ource:   Report  of  Income,  Assets  and  Liabilities,  Commercial  and  Mutual 
Savings  Banks,  December  31,  1969,  Federal  Deposit  Insurance 
Corporation,  August,  1970. 
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generally  be  restricted  to  an  issue  whose  size  would  limit  its 
marketablility  either  in  a  public  offering  or  a  private  placement. 

In  summary  it  would  appear  that  debt  as  a  source  of  capital 
funds  may  have  some  very  definite  advantages  and  can  possibly 
contribute  to  a  reduction  in  the  cost  of  intermediation.   The 
characteristics  of  multi-office  banking  are  such  that  the  use  of 
debt  capital  is  facilitated.   As  a  result  the  debt-tc -caoits 1  ratios 
of  multi-office  states  tend  to  be  higher  than  those  r.i  the  uni- 
office  states.   The  fact  that  Florida  banks  have  mace  relatively 
little  use  of  this  advantageous  source  of  capital  is,  zt  least 
in  part,  a  product  of  the  uni-office  constraint.   If  .-_  .-i-otf ice 
banking  were  permitted  in  Florida,  ic  is  probable  thar  ranks  within 
the  state  would  be  more  willing  and  able  to  use  this  -aluable 
source  of  capital  funds. 

Efficiency 

Bain,  in  discussing  the  question  of  efficiency  m  industrial 

organization,  states: 

It  would  seem  generally  desirable  that  all  the  output 
of  an  industry  be  supplied  by  firms  of  the  most  efficient 
scale,  and  that  none  should  be  supplied  by  firms  of  in- 
efficiently large  or  small  scale.  .  .  .   Furthermore, 
it  is  desirable  that  the  firms  of  the  industry  should 
have  an  aggregate  plant  capacity  adjusted  to  market 
demand  in  such  a  way  that  there  is  an  absence  of  chronic 
wasteful  capacity. 

Certainly  the  cost  of  intermediation  is  directly  affected  by 

this  question  of  efficiency.   Technical  inefficiency,  within  the 

framework  suggested  by  Bain,  would  lead  to  suboptimization  due  to  the 

diseconomies  of  limited  size  or  under-utilization  of  capacity. 
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The  optimal  regulatory  set  for  Florida  would  be  the  one  which 
permitted  or  led  to  the  optir.ial  bank  size  and  minimized  excess 
capacity. 
Economies  of  Scale 

Public  policy  questions  relating  to  bank  structure  have 

30 
inspired  a  number  of  bank  cost  studies  over  the  last  fev  years. 

These  works  have  taken  several  different  approaches  bu"  -heir 

findings  have  generally  been  consistent.   All  appear  tc  ssree  that: 

(1)  The  banking  industry  is  characterized  by  ecc:.o-ic:S  cf 
scale  over  a  rather  wide  range  of  operations. 

(2)  A  large  part  of  potential  savings  due  to  size  r.av  be 
realized  by  relatively  small  banks,  i.e.,  $5,000  000  t:  ;15.000,000 
in  deposits. 

(3)  Branch  banks  are  nore  costly  to  operate  thar,  ualc  banks 
of  comparable  size. 

One  thing  that  should  be  noted  in  accepting  these  conclusions 
as  valid  statements  of  the  scale  characteristics  of  banking  is  that 
they  focus  on  economies  of  scale  for  comparable-sized  units.   What 
must  also  be  considered  is  the  scale  question  at  the  "normal" 
size  associated  with  the  different  regulations. 

Most  studies  have  agreed  that  a  branch  bank  will  have  a  less 
efficient  scale  of  operations  than  a  unit  bank  of  the  same  size. 
Hovjever,  the  regulatory  set/efficiency  question  is  not  settled  by 
this  finding.   If  multi-office  banking  facilitates  bank  growth,  then 
the  question  should  not  be  one  of  equal  size  comparison  but  rather 
comparison  of  the  economies  of  scale  associated  with  the  average 
size  bank  found  under  alternative  regulations. 
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It  can  be  seen  by  examining  Table  35  that  average  bank  size  as 
well  as  median  bank  size  increases  rapidly  wlien  the  uni-office 
constraint  is  lifted.   The  average  bank  under  unconstrained  multi- 
office  banking  is  six  times  as  large  as  the  average  bank  under  the 
uni-office  set.   The  question  of  efficiency  under  tlie  alternative 
structures  appears  to  be  closer  to  the  question  of  which  is  more 
efficient,  one  branch  bank  with  five  branches  or  si:;  uair  tarks, 
rather  than  the  relative  efficiency  of  comparable  si.-:e.d  facilities. 
Within  the  framework  of  this  question,  the  re;£:.rch  that  has 

been  done  indicates  that  the  multi-office  organiza-ic'  is  able  to 

31 
achieve  a  higher  level  of  efficiency.     I-Jliile  the  ur.; -office 

arrangement  enjoys  a  scale  advantage  with  a  given  si:  .,  the  size 
differential  which  develops  under  multi-office  bankiii  tends  to 
more  than  offset  this  advantage  and  produce  a  lower  i ir  unit  cost. 
It  can  be  seen  in  Figure  2  that  at  any  given  firm  size  (X)  the 
technical  efficiency  of  the  uni-office  organization  is  greater 
(OB  <  OA)  .   However,  if  the  average  firm  size  under  -.lit i-of f  ice 
banking  is  six  times  as  large  (Y  =  6X),  then  the  empirical  evidence 
suggests  that  the  cost  curves  are  such  that  the  average  cost  under 
multi-office  banking  is  less  than  that  under  the  uni-office  con- 
straint (OC  <  OB)  . 

Florida  banking  is  typical,  in  this  respect,  of  uni-office 
banking.   The  average  bank  size  of  $29,597,000  is  only  one-fourth  as 
large  as  the  average  multi-office  bank.   The  uneven  population 
density  of  Florida  has  led  to  a  number  of  small  unit  banks.   If 
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AVERAGE  AND  MEDIAN  SIZE  BANKS  BY  STATES 
DECEMBER  31  ,  1970 

Unit  Banking  States 


State 

Arkansas 

Colorado 

Florida 

Illinois 

Iowa 

Kansas 

Minnesota 

Missouri 

Montana 

Nebraska 

North  Dakota 

Oklahoma 

Texas 

West  Virginia 

Wyoming 


Average 

Median 

Bank  Size 

Bank  Siz 

$12,672 

2 

20,671 

2 

29,597 

3 

34,800 

T 

10,519 

2 

8,749 

1 

13,521 

2 

19.130 

2 

12.446 

■y 

8,559 

I 

8,927 

2 

13,247 

2 

24,053 

■T 

14  890 

2 

11,917 

2 

Average 


16,253 


1.93 


'-  The  classification  scheme  for  median  bank  size  is  as  follows: 

Total  Resources 
#1  $2,500,000  to  $5,000,000 
#2  5,000,000  to  15,000,000 
#3  15,000,000  to  25,000,000 
#4  25,000,000  to  50,000.000 
#5     50,000,000  and  over. 
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TABLE  35  (Continued) 

Limited  Branching  States 

State 

Alabama 

Georgia 

Indiana 

Kentucky 

Louisiana 

Massachusetts 

Michigan 

Mississippi 

New  Hampshire 

New  Jersey 

Nev7  Mexico 

New  York 

Ohio 

Pennsylvania 

Tennessee 

Wisconsin 

Average  56,720  2.43 


Average 

Median 

Bank  Size 

Bank  Size 

$18,910 

2 

19,274 

2 

28,611 

2 

16 , 3 14 

2 

29,191 

79,587 

- 

68,740 

^ 

18,016 

^ 

13,342 

2 

69,375 

^ 

22,985 

2 

369,266 

- 

46,242 

2 

65,253 

3 

25,473 

2 

16,644 

2 

TABLE  35    (Continued) 
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Statewide 

Branching  States 

Average 

Median 

State 

Bank  Size 

Bank  Size 

Alaska 

$53,275 

4 

Arizona 

293,470 

5 

California 

363,501 

3 

Connecticut 

92,001 

-i- 

Delaware 

72.645 

2 

Haxv7aii 

242,355 

5 

Idaho 

53,031 

2 

Maine 

32,580 

-> 

Maryland 

44,566 

T 

Nevada 

141,910 

^ 

North  Carolina 

70,629 

2 

Oregon 

89,324 

2 

Rhode  Island 

156,886 

5 

South  Carolina 

23,695 

2 

South  Dakota 

9,882 

Utah 

37,272 

2 

Vermont 

20,483 

2 

Virginia 

35,824 

2 

Washington 

66,385 

2 

Average 

99,985 

2.94 

U.S. 

39,273 

2.0 

Source:   Bank  Operat 

ing  Statistics,  1970, 

FDIC  : 

Rand  McNally  Bankers' 

Directory, 

1971. 
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Average 

cost  per  unit  of 

output 


Firm  Size 


FIGURE  2:   The  relationship  of  average  cost  per  unit 
to  bank  size. 


of  output 
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multi-office  banking  were  permitted,  the  cost  data  indicate  that 
a  lower  cost  per  unit  of  output  could  be  achieved  while  maintain- 
ing the  same  geographic  coverage. 

Of  course,  the  increased  bank  size  present  under  multi-office 
banking  is  not  necessarily  an  unmixed  blessing.   If  this  size  is 
attained  at  the  expense  of  market  participants  in  an}-  given  iriarket, 
the  decrease  in  the  cost  of  intermediation  from  increased  productive 
efficiency  may  be  offset  by  an  increase  in  cost  fror.  d  reductica  in 
allocative  neutrality.   UTiile  these  variables  are  be_ri2  considered 
separately   the  optimal  set  will  be  the  one  which  al  ■.  .■..-s  niinin.iza- 
tion  of  total  costs   (see  Figure  3). 

In  summary  it  appears  that  the  cost  of  interr:fcc"ii.-icn  in 
Florida  would  be  reduced  under  multi-office  banking  i,:i    to  scaie 
economies  which  can  more  easily  be  achieved  under  uhi;  regulatory 
environment.   Returns  to  scale  are  a  part  of  the  banking  industry  anc 
yet  the  growth  necessary  to  achieve  these  returns  is  airiicult  to 
attain  under  unit  banking.   The  evident  size  differential  indicates 
that  the  normal  trade-off   is  several  firms  under  uni-office  banking 
for  one  firm  and  several  facilities  under  multi-office  banking. 
Without  consideration  of  allocative  costs,  this  kind  of  trade-off 
has  led  to  a  lowering  of  operating  costs  under  multi-office  banking 
and  contributes  to  the  cost  of  intermediation  minimization  objective. 
Capacity  Utilization 

Even  if  a  firm  is  of  optimum  size,  its  average  costs  maj'  be 
higher  than  necessary  if  it  does  not  operate  at  full  capacity.  While 
defining  excess  capacity  in  banking  presents  some  difficulties,  it 
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Costs 


FIGURE  3:   Hypothetical  trade-off  between  allocative  and  operative 
costs  as  the  nuuiber  of  firms  is  reduced,  number  of 
facilities  constant. 
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is  possible  that  a  concept  of  excess  liquidity  may  be  used  in  an 
analogous  fashion.   Of  course,  all  banks  require  some  liquidity 
and  the  needs  of  each  bank  nay  differ  in  accordance  with  individual 
bank  characteristics.   However,  it  is  conceivable  that  some  banks 
might  hold  excessive  amounts  of  highly  liquid  assets.   Such  excess 

liquidity  might  reflect  a  discriminatory  type  of  behavior  designed 

32 

to  maximize  net  income  in  an  imperfect  market.     Or  it  rr.ay  reflect 

the  fact  that  differing  forms  of  bank  organizations  require  different 
levels  of  liquidity.   In  either  case,  liquidity  in  £:--ciS2  of  the 
minimum  required  in  a  perfect  market  with  the  optiir.a^  structure 
form  is  indicative  of  unused  capacity  and  adds  to  the  ccst  ot  mter- 
mediation.    Within  the  constraint  or  continuing  cpcrat-_on,  tne  cost 
of  intermediation  will  approach  minir.ization  as  the  l_--_i:  is  able 
to  reduce  the  amount  of  assets  maintained  in  liquic  o-  nxiar- liquid 
form.   All  other  things  being  equal,  the  optimal  £tr..:ci\:re  for 
Florida  will  be  that  in  which  excess  liquidity  or  unusec  capacity 
is  minimized. 

An  examination  of  Table  36  would  indicate  that  ^sing  loans 
to  total  assets  as  a  measure  of  capacity  utilization,  the  multi- 
office  alternative  in  both  forms  is  associated  with  a  higher  figure. 
The  spread  betv/een  the  uni-office  states  and  the  unlimited  m.ulti- 
office  states  (6  percent)  is  particularly  wide  and  suggests  that  in 
spite  of  the  several  variables  which  might  affect  this  figure 
the  structural  difference  does  play  a  part.   These  results  apparently 
hold  true  regardless  of  the  market  level  examined  and  as  the  Federal 
Reserve  Bank  of  Chicago  noted,  "This  finding  has  been  reported  with 
unvarying  regularity." 
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The  relatively  high  capacity  utilization  associated  with  multi- 
office  banking  has  a  justifiable  basis  in  the  structural  format 
of  such  banks.   The  greater  geographical  and  customer-type  diversi- 
fication possible  under  the  multi-bank  mechanism  contributes  to  a 
reduction  in  loan  risk.   This  permits  the  branch  bank  eo  safely 
economize  on  reserves  and  commit  more  input  to  the  loar.  market. 

Further,  multi-office  banking  increases  the  mobility  of  funds 
and  thus  contributes  to  a  reduction  in  that  portion  cf  capacity 
available,  but  unused.   Slack  demand  for  funds  in  or.i  ir-a  can  be 
compensated  by  shifting  resources  to  other  areas  whert  :ne  demand 
is  greater.   Guttentag  and  Herrian  report  that  a  recer.n  itucy  of 
banking  in  New  York  State  showed  that  nine  of  twelve  crar.ch  banks 
outside  New  York  City  had  out-of-to\ra  offices  with  Icar.-depcsit 

ratios  exceeding  80  percent  and  four  had  offices  vitr  r-tios  exceed- 

35 

ing  100  percent.     The  unit  bank,  especially  small  Ijar.rcs,  may  be 

forced  to  hold  excess  reserves  if  the  demand  for  funcs  is  slack 
in  their  local  area. 

It  should  be  noted  that  there  is  some  level  of  optimal 
liquidity  and  a  bank  v;hose  loan-to-asset  ratio  goes  beyond  this 
point  is  in  a   suboptimal  state.   The  minimization  of  excess  liqui- 
dity will  reduce  the  cost  of  intermediation,  not  the  minimLization 
of  liquidity.   In  fact,  a  bank  in  an  illiquid  state  adds  to  the 
cost  of  interm.ediation,  by  the  threat  to  depositor  safety  and  a 
reduction  in  productive  efficiency.   Is'hat  the  multi-office  regulatory 
set  does  in  this  area  is  to  increase  the  capacity  available  due  to 
the  nature  of  multi-office  banking  as  well  as  facilitating  an 
increase  in  capacity  utilization. 
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In  addition,  it  was  noted  in  a  previous  chapter  (Chapter  IV) 
that  multi-office  banking  can  lead  to  lower  barriers  to  entry  which 
in  turn  could  lead  to  an  increase  in  the  loan-to-asset  ratio.   This 
would  follow  from  the  fact  that  the  increased  ease  of  entry  will 
produce  more  elastic  demand  curves  for  the  products  of  an  indi- 
vidual bank.   This  in  turn  would  tend  to  reduce  any  possible  profit 
advantage  that  could  accrue  from  limiting  loans  to  local  custodiers 
and  diverting  resources  to  more  liquid  assets. 

A  look  at  Florida  data  would  indicate  that  it  i^  a  fairly 
typical  unit  banking  state.   The  loans  and  discounts  to  total  assets 
figure  of  49.1  percent  is  among  the  lo'-jest  in  the  na:ior.  (ranks 
fortieth).   Although  this  figure  represents  a  radica'-  locrease  for 
Florida  banks  from  a  figure  of  22.3  percent  in  1950,  tr.e  current 
figure  is  still  substantially  below  those  found  in  -o It i-oif ice 
states . 

Within  the  state,  the  most  rapid  rate  of  grcwth  in  this  figure 
over  the  last  ten  years  has  occurred  in  the  Brevard  county  area 
while  the  greatest  absolute  growth  in  bank  loans  occurred  in  the 
Dade  county  area.   An  examination  of  the  largest  banks  in  the  state 
(Table  37)  reveals  a  fairly  x^ide  divergence .  in  asset  corrposition . 
The  funds  allotted  to  cash  and  U.S.  Government  Securities  range 
from  2A.3  percent  of  total  assets  (First  National  Bank,  St.  Peters- 
burg) to  59.1   percent  (Florida  National  Bank  and  Trust  Co.   of 
Miami).   Resources  allocated  to  loans  and  discounts  likewise  cover 
a  wide  range   running  from,  a  low  of  21.1  percent  of  total  assets 
(Florida  National  Bank  and  Trust  Co.,  Miami)  to  a  high  of  49.6 
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percent  (First  National  Bank,  St.  Petersburg).   A  random  sample  of 
the  state's  smaller  banks  revealed  comparable  figures,  although 
U.S.  Securities  tended  to  play  a  larger  role  in  the  total  asset 

Of. 

picture  and  cash,  a  smaller  role. 

In  summary,  the  evidence  would  indicate  that  Florida's 
relatively  low  capacity  utilization  is,  to  a  certain  e::tent  ,  a 
result  of  the  uni-office  constraint.   Minimization  or  the  cost  of 
intermediation  is  consistent  with  maxim.izing  usable  ci::acity  as 
well  as  maximum  capacity  utilization.   It  would  appaar  chat  a 
regulatory  set  which  permitted  multi-office  banking  ir:  riorida  woulc 
increase  usable  capacity   thus  permitting  higher  capacity  utiliza- 
tion and  lowering  the  cost  of  intermediation. 

Summary 

The  bank's  input  market  is  really  a  multitude  tf  -arkets  in 
which  the  institution  acquires  the  factors  of  product:.cn  necessary 
to  present  a  final  product  in  the  output  market.   It  is  evident 
that  bank  structure  has  little  or  no  effect  on  the  price  or  avail- 
ability of  those  inputs  having  general  utility.   Hovrever ,  the  rav? 
material  input  of  the  banks,  funds,  is  found  in  markets  where  the 
commercial  bank  is  a  major  force  and  it  is  here  that  alternative 
structural  sets  may  affect  the  cost  of  intermediation. 

Performance  in  the  input  market  which  will  contribute  to 
the  objective  function  will  be  that  which  maximizes  the  price  paid 
the  fund  offerees  v/hile  presenting  those  services  and/or  facilities 
required  to  accommodate  the  intermediation  needs  of  the  market. 
The  cost  of  intermediation  for  the  Florida  citizenry  will  be  mini- 
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niized  by  the  regulatory  set  which  permits  or  causes  such  optimal 
price  and  service  performance  in  this  market. 

An  extensive  set  of  evidence  was  examined  in  an  attempt 
to  associate  structural  alternatives  with  the  performance  in 
question.   With  very  fev;  exceptions,  the  indications  ^.;ere  that  the 
cost  of  intermediation  in  Florida  as  affected  by  the  input  mar;;et 
could  be  minimized  by  removing  the  uni-office  constraint. 

The  multi-dimensional  compensation  for  the  highly  liquid 
funds  of  this  market  tends  to  be  higher  under  multi-cifice  banking 
and  there  is  no  apparent  reason  why  this  benefit  wcul:;  r.ot  bi 
realized  in  Florida  with  the  appropriate  regulatory  c:.ar.ge.   In 
addition,  it  would  appear  from  the  data,  that  v/ichir.  jhe  li-ics 
defined  by  rc^gulatory  maximums  and  Florida's  econoir--^^  -nvir  oru::ent , 
multi-office  banking  could  be  expected  to  increase  tht  rates  paid 
on  the  less  liquid  funds  relative  to  current  or  possible  rates  under 
the  uni-office  set. 

An  examination  of  the  sources  of  funds  for  corrir:orcial  banks 
led  to  the  conclusion  that  to  the  extent  that  the  fund  input 
composition  affects  the  cost  of  intermediation  the  — ulti-office  set 
permits  the  more  optimal  combination.   The  greater  activity  of 
multi-office  banks  in  the  store  of  value  fund  market  and  their 
vjillingness  or  ability  to  use  capital  notes  and  debentures  as  a 
source  of  capital  funds  led  to  the  conclusion  that  the  cost  of  inter- 
mediation in  Florida  banking  could  be  minimized  here  by  eliminating 
the  uni-office  constraint. 
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Finally,  in  terms  of  efficiency,  as  defined  by  economies  of 
scale  and  capacity  utilization,  the  available  evidence  indicated 
that, under  multi-office  banking,  commercial  banks  can  obtain  the 
benefits  of  returns  to  scale  and  maximum  utilization  without  the 
service  and/or  safety  trade-offs  necessary  under  uni-office  banking. 
Therefore,  the  lifting  of  the  uni-office  constraint  in  Florida 
V70uld  contribute  to  the  objective  of  minimizing  the  cost  of  inter- 
mediation through  the  benefits  of  economies  of  scale  and  minimum 
unused  capacity. 
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NOTES  TO  CHAPTER  V 

1.  F.W.  Bell  and  N.B.  Murphy,  Costs  in  Commercial  Banking::  A 
Quantative  Analysis  of  Bank  Behavior  and  its  Relation  to  Bank 
Regulation.  Research  Report  #41,  Federal  Reserve  Bank  of  Boston 
April,  1968,  pp.  183-199. 

2.  See  B,  Shull  and  P.M.  Horvitz ,  "Branch  Banking  and  the  Structure 
of  Competition,"  The  National  Banking  Reviex^r,  Vol.  I,  No.  3  (March, 
1964),  pp.  301-342;  E.  Kohn ,  Branch  Banking,  Bank  Mergers  and  the 
Public  Interest  (Albany,  N.Y. :  New  York  State  Banking  Department), 
January,  1964;   D.C.  Motter  and  D.  Carson,  "Bank  Entry  and  the 
Public  Interest:   A  Case  Study,"  The  National  Bankin;^  ;-.8vie>7 .  Vol .  I , 
No.  4  (June,  1964),  pp.  469-512. 

3.  These  include  one  unit  banking  state,  Colorado,  end  five 
unlimited  branching  states  -  California,  Oregon,  ULa":- ,  Washington. 
and  Alaska. 


4.    O.S.  Pugh  and  O.G.  Woods,  "Bank  Service  Charges  -_-  uhe  South. 
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CHAPTER  VI 
FLORIDA  BAXKING:   OUTPUT  MARKET 

In  the  intermediation  process,  the  primary  output  of  the 
commercial  bank  is  funds  with  a  variety  of  characteristics.   The  most 
general  type  of  grouping  of  these  funds  according  to  characteristics 
would  lead  to  two  categories,  loans  or  investments.  Z'::e   present  In- 
vestigation will  focus  on  the  relationship  of  bank  str-icrure  to  bank 
market  performance  in  loan  output  and  how  this  relatior.thip  r.ight 
affect  the  cost  of  intermediation  in  the  state  of  Ficriia. 

The  analysis  vxill  be  restricted  to  loan  output,  r.ct  because 
investments  are  insignificant,  but  because  it  appears  tr.at  Dank 
structure  in  Florida  would  have  little,  if  any,  effect  cr^  the  relevan: 

investment  market.   Bank  security  purchases  are  linitec  in  nature  by 

1 
various  legal  constraints.    The  conservative  nature  cz  existing 

regulations  virtually  assure  that  bank  funds  made  a\'ailable  through 

investment  will  be  restricted  to  markets  that  are  national  in  scope 

2 
and  relatively  competitive  in  nature." 

In  addition,  bank  participation  in  the  investment  market  is 

somewhat  passive  in  nature.   Convention,  experience  and/or  legal 

constraints  determine  the  a-ount  of  potential  capacity  that  will  be 

allotted  to  loans.   The  unused  capacity  is  maintained  in  cash  or  on 

deposit  with  another  bank  or  placed  in  the  investment  market  to  serve 

as  a  secondary  reserve  or  liquidity  hedge.   Any  security  investments 
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beyond  these  requirements  are  normally  treated  by  the  bank  as  a 
residual  to  be  undertaken  only  if  and  v/hen  liquidity  and  customer 
loans  have  been  fully  satisfied.   For  these  several  reasons  this  study 
of  bank  structure-output  market  performance  X\»ill  be  restricted  to  the 
loan  market,  where  bank  structure  may  make  a  difference. 

The  multitude  of  factors  involved  in  bank  outpuu  market  per- 
formance requires  a  soir.evhat  eclectic  approach  to  a  study  cf  the 
structure-performance  relationship.   The  present  invesuigation  v;ill  be 
interested  in  establishing  the  relationship  of  bank  structure  and  the 
cost  of  intermediation  to  (1)  output  prices,  (2)  outour  compcsitioxi. 
to  include  the  range  of  services  offered,  and  (3)  ear-ir.2S.   In 
addition,  various  collateral  issues  which  may  affect  tr.e  cost  of  inter- 
mediation, including  the  effects  of  technological  cbar.u:e,  will  be 
enjoined  so  as  to  establish  the  broadest  possible  base  icr  the  re- 
sulting conclusions. 

From  the  point  of  view  of  the  objective  function,  the  octimal 
bank  structure  will  be  characterized  by  the  lowest  prices  in  che 
output  market.   In  addition,  the  regulatory  set  which  encourages  or 
facilitates  an  output  set  that  is  responsive  to  the  several  different 
demands  of  the  general  public  will  contribute  to  a  mdnimization  of  the 
cost  of  intermediation.   Of  course,  while  minimizing  cost  and  maxi- 
mizing service,  the  regulatory  set  must  allow  the  bank  to  earn  a 
return  sufficient  to  attract  the  necessary  capital.   However,  the 
earnings  figure  is  a  type  of  summary  and  a  particularly  high  rate  may 
imply  that  the  intermediation  process  has  had  an  excessive  social  cost. 
Thus  the  earnings  criteria  consistent  with  the  objective  function  will 
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be  "just  enough  but  not  too  much." 

Output  CoTTiposition 
One  of  the  difficulties  in  measuring  performance  in  the  output 
market  is  that  the  loan  output  of  commercial  banks  tends  to  have  a 
high  degree  of  heterogeneity.   Not  only  do  individual  loans  vary, 
depending  on  the  specific  negotiations,  but  also  the  lean  portfolio 
maintained  by  any  given  bank  may  vary  depending  on  the  nature  of  the 
bank,  local  economic  conditions  and,  perhaps,  bank  structure. 

In  fact,  the  composition  variable  m.akes  the  aversge  effective 
interest  rate  virtually  a  meaningless  economic  variable.   Differences 
in  the  average  rate  may  reflect  loan  composition  as  m.uc'-;  or  m.ore  than 
demand  and  supply  conditions  for  a  certain  product. 

To  get  a  full  oversight  of  the  output  marker  iz  Ir.  necessary  to 
identify  any  composition/structural  relationship.   Fr~m  i  c.cmi>ositicnal 
point  of  view,  the  cost  of  intermediation  is  minimized  '..rhen  the  loan 
output  offered  meets  the  demands  of  the  miarket.   Ivhile  chese  cem.ands 
may  differ  from  state  to  state,  the  structure  which  appears  to  be  able 
to  meet  the  demands  of  the  market  consistently  is  the  one  to  be  pre- 
ferred for  Florida. 

It  can  be  seen  in  Table  36  (page  176  )  that  there  is  a  discernible 
difference  in  the  loan  portfolios  generally  found  in  uni-office  states 
and  those  associated  with  some  form  of  multi-office  banking.   Under  the 
uni-office  constraint,  the  wholesale  loans  (commercial  and  agriculture) 
are  a  larger  part  of  the  loan  portfolio  than  under  the  multi-office 
set  (53.3%  vs.  34.87).   On  the  other  hand,  the  retail  loan  (real 
estate  and  individual)  is  much  m.ore  significant  in  multi-office  bank 
portfolios  (65.2%  vs.  46. 7%). 
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The  figures  for  Florida  shov;  a  greater  than  average  emphasis  on 
retail  loans  for  a  unit  banking  state  as  these  represent  some  63  percent 
of  the  total  loans  outstanding.   Florida  banks  are  particularly  heavy 
in  individual  loans  (357o)  while  their  commitment  to  real  estate  (287o) 

is  surprisingly  small,  given  the  Florida  economic  environment. 

3 
Other  studies   of  loan  composition  at  various  market  levels  have 

generally  agreed  that  there  is  a  composition/structure  relationship 

and  as  a  result  banks  under  a  uni-office  constraint  rend  to  have 

relatively  more  wholesale  type  loans  v.-hile  banks  under  rhe  multi-office 

allov;ance  tend  to  have  relatively  more  retail  type  leans. 

These  differences  in  comiposition  are  not  forcuircus ,  but  are 
related  to  the  economic  characteristics  of  the  markeci-  -rithin  -vhich 
the  bank  operates  and  the  structural  characteristics  .;-;  the  alternative 
types  of  organization.   The  multi-office  alternative  fatllitaiies 
penetration  of  multiple  local  markets.   The  branch  ban...  can  expand  and 
obtain  sufficient  resources  to  com.pete  in  the  larger  i-.a^kets  without 
limiting  or  decreasing  the  fund  flow  into  "retail  loans,"'   On  the 
other  hand,  the  single  location  of  the  unit  bank  means  that  growth 
can  generally  be  obtained  only  through  upward  market  movement. 
Saturation  of  the  relevant  local  market  means  that  continued  expansion 
must  come  from  em.phasis  on  the  industrial  and  corporate  business  of  the 
larger  markets  (Table  38).^  In  addition,  the  higher  time-to-total 
deposit  ratios  associated  v.'ith  multi-office  banking  allow   for  a 
larger  commitment  to  the  real  estate  sector. 

In  general,  it  would  appear  that  the  different  loan-mix 
associated  with  multi-office  banking  represents  improved  performance 
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TABLE  38 


LOAN  COMPOSITION  FOR 

VARIOUS  SIZED  BANKS, 

FLORIDA  AND  NORTH  CAROLINA 

DECEtffiER  31,    1970 


Bank  Size  (Total  Deposits  in  Millions; 
10-25  25-100       over  100 


Percentage  of  Total  Assets: 

Florida 

Wholesale  11.6 

Retail  28.3 

North  Carolina 

Wholesale  13.8 

Retail  26,2 

Percentage  of  Total  Loans:" 

Florida 

Wholesale  25.1 

Retail  61.3 

North  Carolina 

Wholesale  30,0 

Retail  57.0 


14.0 
28.1 


28.8 


28.6 
57.4 

29.4 
58.6 


45.3 

31.5 
59.6 


"Including  unclassified  loans  designated  as  "other  loans." 

Source:   Bank  Operating  Statistics,  1970,  Federal  Deposit 
Insurance  Corporation,  July,  1971. 
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in  the  output  market.   The  increased  availability  of  funds  for  contiumer 
borrowing  may  contribute  to  a  more  efficient  allocation  of  resources. 
The  unit  bank,  faced  with  branching  competition,  cannot  afford  to 
ignore  retail  loan  demands,  whereas  in  a  uni -office  state,  it  miay 
be  a  passive  competitor,  willing  to  accede  this  type  of  loan  to  non- 
bank  financial  institutions.   On  the  other  hand,  the  r.ulti-of rice  bank. 
because  of  its  typically  higher  loan-to-asset  ratio   can  invest  a 
greater  proportion  of  its  funds  in  retail  loans  and  scill  maintain  the 
same  absolute  dollar  level  of  business  loans  as  a  cc— -arable  unit  ban.::. 

One  additional  point  that  should  be  m.ade  is  rel::rive  to  the  oft- 
heard  argument  that  multi-office  banking  tends  to  neg-£ci  the  local 
demand  for  funds  and  results  in  a  nee  outflow  as  locaL  zunds  are 
gathered  for  lending  in  regional  and/or   national  markezi . 

There  are  two  aspects  of  the  -ulti-office  baak  =  asset  portfolr'.c 
which  tend  to  negate  this  point.   First,  it  has  been  established  that 
uni-office  banks  generally  have  a  lover  loan  ratio  and  a  higher 
investment  figure.   As  of  December  31,  1970,  over  6S  percent  of  unit 
bank  investments  were  in  United  States  Government  obligations,  while 
less  than  32  percent  were  in  securities  issued  by  states  and  political 
subdivisions.   It  is  evident  that  only  a  very  small  portion  of  bank 
resources  are  made  available  to  local  needs  in  the  form  of  securities 
or  investments.   The  loans  of  most  banks  return  funds  to  the  local 
area,  whereas  investments  are  generally  distributed  in  the  regional  or 
national  market.   It  would  appear  that  the  nature  of  multi-office 
banking  is  such  that  it  may  obtain  appropriate  asset  diversification 
without  resorting  to  investments  to  the  extent  of  the  uni-office  bank 
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and  therefore  is  able  to  offer  more  of  its  inputs  for  local  consumption. 

A  second  point  to  note  is  that  within  the  loan  portfolio  itself, 
the  multi-office  bank  tends  to  be  more  locally  oriented.   Retail  loans 
which  are  made  to  individuals  for  consumption  purposes  are  generally 
local  in  origin.   Few  individuals  have  the  ability,  ti-.e,  or  inclinaticr 
to  shop  a  regional  or  national  market  for  consumption-purpose  leans. 
On  the  other  hand  the  wholesale  loan,  which  is  sought  fcr  producti-v/e 
purposes,  may  easily  cross  the  geographical  m.arkets .   r.  fim  seeking 
a  substantial  loan  has  the  ability  and  motive  to  she-  £_  1  -arket  lex-els 
to  v/hich  it  has  entry.   The  relative  emphasis  of  -ul::i-cf flee  banking 
on  retail  loans  would  again  suggest  tb.at  the  local  pr;:udice  sometinies 
attributed  to  the  multi-office  set  may,  in  fact,  be  a  Ijcal  preference.. 

In  sunmary,  there  is  a  relationship  between  th-  regulacory  set 
and  output  composition.   While  the  linkage  betv/een  thi-S  relationship 
and  the  cost  of  intermediation  is  not  a  rigid  one,  ir.  v.-oulc  appear  tha- 
there  is  a  sufficient  connection  to  suggest  the  foilcwlng.   The  higher 
loans  to  asset  ratio  as  well  as  the  higher  retail  loans  to  cctal  loans 
figure  found  under  multi-office  banking  indicates  thac  banks  under 
this  regulatory  set  may  be  better  able  to  respond  to  these  dem-ands 
for  output  in  the  market  v-here  commercial  banking  is  a  significant 
factor.   This  response  through  asset  and/or  loan  composition  may 
therefore  contribute  to  a  reduction  in  the  cost  of  intermediation.   Of 
course,  the  increased  allocation  of  funds  to  the  loan  portfolio  is 
matched  by  a  decrease  in  the  relative  amount  of  funds  placed  in  in- 
vestments, particularly  in  U.S.  Government  securities.   However,  the 
market  for  such  investments  is  so  extensive  that  the  shift  in  bank 
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funds  has  little  or  no  impact,  v/hereas  the  place  of  the  bank  in  the 
loan  market  is  more  significant  and  additional  bank  output  here  will 
have  a  positive  impact  on  the  cost  of  intermediation.   Multi-office 
banking  in  Florida  would  lead  to  some  increase  in  retail  loans 
(especially  real  estate)  as  V7ell  as  an  increase  in  total  loans  as  a 
percent  of  assets.   It  is  unlikely  that  any  of  the  current  Florida 
demanders  would  experience  a  decrease  in  funds  available  whereas 
some  sectors  would  experience  an  increase  thus  contributing  to  a  decline 
in  the  cost  of  intermediation. 

Bank  Plates 

One  of  the  frustrations  that  nust  be  borne  in  analyzing  the 
bank  output  market  is  the  wide  diversity  in  the  natur ':  and  characterise: 
of  the  funds  found  in  the  loan-arkei:.   It  was  this  h  =  ;-£rogen.i£ty 
of  banking  loan  output  that  led  Chancier  to  conclude  ma-  coir.petiticn 
was  outside  the  set  of  possible  banking  market  struc::^r ss  . 

The  previous  section  examined  rhe  output  mix  found  V7i-:hin 
different  states  and  the  conclusion  was  that  there  was  a  systematic 
difference  in  loan  portfolios  under  alternative  regulacory  sets. 

This  means,  of  course,  that  any  average  interest  rate  will  be  of 
value  as  a  measure  of  performance  only  if  the  different  products  have 
the  same  rates.   In  fact,  this  is  not  true.   The  average  rate  associated 
with  "retail-type"  loans  tends  to  be  anywhere  from  one  (real  estate 
loans)  to  ten  percentage  points  (consumer  installment  loans)  higher 
than  "wholesale -type"  loans. 

It  is,  therefore,  not  surprising  that  the  average  loan  rate 
associated  with  the  m.ulti-of fice  banking  states  exceeds  that  associated 
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with  uni-office  states  (see  Table  39). The  fact  that  the  loan  portfolio 
of  a  multi-office  bank  normally  contains  a  much  larger  percentage  of 
retail  loans  than  generally  found  in  the  uni-office  bank  would 
necessarily  lead  to  a  higher  average  rate.   Of  course,  this  higher 
rate  is  more  a  function  of  the  difference  in  portfolio  rather  than  a 
difference  in  market  performance. 

A  comparison  of  the  rates  associated  with  the  individual  corr.pcner.ts 
of  the  loan  portfolio  could  perhaps  lead  to  some  associative  conclusicr.s  . 
Here  again,  however,  the  heterogeneous  nature  of  this  :. jrput,  even  ir. 
its  disaggregative  form,  limits  the  value  of  the  conzarative  data.   Fcr 
example,  attempts  to  compare  wholesale  rates  are  eMtre-elv  frustrating; 
due  to  the  lack  of  standardization  in  loan  charges,   Tr.ere  ii-  an  in- 
finite variety  in  risk,  term,  required  balances,  and  riennods  cf  statin.^ 
charges,  among  other  factors.   In  fact,  the  extent  cf  chc  problem  led 
one  author  to  conclude: 

Generally,  neither  the  results  of  questioning  bankers 
directly  nor  such  other  information  as  could  be  found 
provided  any  good  basis  for  judgment. 6 

It  would  appear  that  if  structure  makes  a  difference  in  this  part 
of  the  loan  market,  it  must  be  identified  outside  of  comparative  rates, 
perhaps  in  terms  of  loan  limits  or  specialized  services  which  are  topics 
of  later  interest.   Within  the  retail  loan  sector,  the  consximer  install- 
ment loan  is  somewhat  more  standard.   However,  the  evidence  available 
as  to  the  effect  of  structure  on  rates  here  is  somewhat  mixed. 

Thus  the  pattern  of  rates  on  consumer  installment  loans 
defies  easy  generalization.   In  some  cases  unit  banks 
seem  to  charge  lower  rates  and  in  other  cases  the  opposite 
is  true. 7 
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TABLE  39 


SELECTED  INCOME  FIGURES 
COMMERCIAL  BANKS, 
DECEMBER  31,  1970 


Unit  Banking  States 


Rate  of  P 

eturn 

Rate  of 

Return 

via^^^c't- 

on  Loans 

on  U.S.  Securities 

Estimate 

Arkansas 

7.89 

6.11 

4.43 

Colorado 

8.74 

5.96 

3,17 

Florida 

8,27 

5.94 

3.55 

Illinois 

7.47 

5.79 

4.A5 

Iowa 

7.48 

5.93 

4.82 

Kansas 

7.87 

5.77 

3.74 

Minnesota 

7.43 

5.77 

3.99 

Missouri 

7.65 

5.96 

4.53 

Montana 

8.10 

5.60 

Q   9A 

Nebraska 

7.77 

5.78 

3.90 

North  Dakota 

7.30 

6.19 

6.58 

Oklahoma 

8.64 

5.86 

3,11 

Texas 

8.57 

5.72 

3.01 

West  Virginia 

7.44 

5.55 

3.94 

Wyoming 

8.23 

5.84 

3.44 

Average 


7.92 


5.84 


3.81 


able  39  Continued) 
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Limited  Branching  States 


Rate  of  Return 

Rate  of  Return 

Elasticity 

on  Loans 

on  U.S.  Securities 

Estimate 

Alabama 

8.21 

5.96 

3.65 

Georgia 

8.62 

6.00 

3.29 

Indiana 

7.63 

5.57 

3.7C 

Kentucky 

7.17 

5.77 

5.12 

Louisiana 

8.19 

6.22 

4.16 

Massachusetts 

8.16 

5.79 

3.44 

Michigan 

7.67 

5.61 

3.72 

Mississippi 

7.94 

5.65 

3.47 

New  Hampshire 

8.02 

5.67 

3.41 

New  Jersey 

7.47 

5.63 

4.06 

New  Mexico 

8.63 

5.77 

3.02 

New  York 

7.78 

5.46 

3.35 

Ohio 

7.28 

5.66 

4.49 

Pennsylvania 

7,19 

5.48 

4.20 

Tennessee 

8.03 

5.89 

3.75 

Wisconsin 

7.41 

5.82 

4.66 

Average 


7.83 


5.75 


3.76 


[■able  39  Continued) 


State-Wide  Branching  States 
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Rate  of  Return 
on  Loans 


Rate  of  Return 
on  U.S.  Securities 


Elasticity 
Estimate 


Alaska 

9.24 

Arizona 

8.82 

California 

9.04 

Connecticut 

8.11 

Delaware 

7.41 

Hawaii 

9.19 

Idaho 

8.05 

Maine 

8.30 

Maryland 

7.36 

Nevada 

8.86 

North  Carolina 

8.43 

Oregon 

8.27 

Rhode  Island 

8.75 

South  Carolina 

8.46 

South  Dakota 

7.44 

Utah 

8.57 

Vermont 

7.30 

Virginia 

7.92 

Washington 

8.40 

Average 

8.31 

5.52 
5.33 
5.80 
5.76 
5.62 
5.86 
5.58 
5.95 
5.83 
5.90 
5.78 
5.71 
5.48 
5.95 
5.97 
5.35 
5.79 
5.81 
6.04 

5.73 


2.48 
2.53 
2.82 
3-45 
4.14 
2.76 
3.26 
3,53 
4.  SI 
2.99 
3.18 
3.23 
2.68 
3.37 
5.06 
2.56 
4.83 
3.75 
3.56 

3.22 


Source:   Bank  Operating  Statistics,  1970,  Federal  Deposit  Insurance 
Corporation,  1971. 
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There  is  some  evidence  that  bank  structure  makes  a  difference  in  the 
real  estate  loan  area.   The  spread  of  branch  banking  outside  the 
metropolitan  core  areas  appears  to  reduce  mortgage  loan  rates.    Of 
course,  as  noted  previously,  the  unit  bank  tends  to  be  a  somevhat 
reluctant  participant  in  this  market,  due  to  the  composition  of  its 
fund  input  as  well  as  the  competition  from  other  financial  institutions 
Therefore,  the  uni-office  bank  generally  registers  lox'cr  in  perfcrmar-cc 
in  this  market  than  the  m.ulti -office  bank. 

There  have  been  some  recent  studies  which  have  artempred  to  ovei 
come  the  problems  of  m.easuring  performance  by  the  use  O-    the  rates 

charged  on  loans.   One  of  the  most  promising  ideas  --.is  ^reposed  by 

9 

Brucker.    He  suggests  that  if  the  bank  is  considered  it  a  mulriple- 

product,  price-discriminating  firm  (Shull's  Model),  zhen  an  elasticit 
of  loan  demand  can  be  used  as  a  coefficient  to  measure  ~ir!:.et  perforrr.ar 
in  the  output  market.   The  coefficient  is  computed  as. 


ARl  -  ARg 

where: 

AR  =  average  revenue  from  loans  and  discounts 
ARt,  =  average  revenue  from  U.S.  Government  securities. 
The  lower  the  value  of  e^,  the  greater  the  degree  of  monopoly  power  as 
evidenced  by  the  divergence  between  the  firm's  marginal  cost  (v/hich 
is  equal  to  ARu)  and  its  average  revenue. 

Computation  of  the  elasticity  estim.ates  for  the  various  states 
separated  by  regulatory  structure  reveals  a  declining  value  as  the 
uni-office  constraint  is  lifted  (Table  39).   If  the  Brucker  figures 
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are  to  be  taken  literally,  the  conclusion  would  be  that  uni-office 
banking  is  consistent  with  the  best  performance  in  this  part  of  the 
output  market . 

However,  the  difficulties  which  plague  the  traditional  m.easure 
of  performance  are  not  filtered  out  by  this  change  in  perspective.   The 
average  revenue  of  a  retail-loan  oriented  portfolio  will  necessarily  be 
higher  than  the  average  revenue  of  a  portfolio  emphasising  wholesale 
loans.   On  the  other  hand,  the  average  revenue  from  U.S.  Governnient 
securities  would  tend  to  be  the  same  regardless  of  tihe  -can  portfolio. 
It  would,  therefore,  not  be  surprising  that  the  elasticity  coefficient 

associated  with  multi-office  banking  is  relatively  Ic'v.  reflecting  the 

11 
difference  in  loan  composition  primarily. 

In  suimnary,  it  would  appear  a  uni-variate  apprc£.c:;  to  output 
price  performance  has  serious  difficulties.   A  multituae  cf  important 
factors  affect  these  prices  including  population  densit*  ;  inccirie 
levels,  growth  rates  of  population  and  incom.e,  degree  of  urbanization, 
availability  of  non-bank  alternatives,  local  or  regiona..  differences  in 
the  overall  supply  of  and  demand  for  funds,  bank  costs,  etc.   Some  of 
these  factors  are  correlated  with  bank  structure,  so  that  it  is  diffi- 
cult or  impossible  to  sort  out  their  separate  effects. 

Even  more  debilitating  analytically  is  the  heterogeniety  of  the 
end  product.   The  portfol'^o  composition  of  a  bank  is  virtually  a  unique 
expression  of  the  many  human  and  economic  variables  that  are  a  part  of 
that  bank's  scenario.  l-Jhile  some  rate/structure  relationship  appeared 
in  the  real  estate  loan  market,  the  general  conclusion  is  that  evidence 
of  structural  effects  in  this  area  must  be  sought  elsev/here.   The  rate 
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structure  of  Florida  banks  may  change  under  an  alternative  regulative 
set,  but  this  change  will  be  a  second  or  third  level  effect  arising  as 
a  result  of  other  more  direct  changes  in  banking  variables  caused  by 
regulatory  change. 

The  effects  on  the  cost  of  inteirmediation  are  irdetenninant. 
Minimization  would  be  consistent  with  the  lowest  possible  sustainable 
rates  on  a  given  type  of  output.   However,  the  data  60   not  permit  such 
disaggregated  analysis,  so  the  focus  point  in  this  marke-  must  be 
shifted  from  price  to  products  or  service. 

Bank  Services 

An  inquiry  into  the  availability  of  bank  services  cuts  across 
the  market  dichotomy  and  necessarily  includes  forms  cf  InT^ut  cc-pensatic 
as  well  as  output.   The  service-dimension  of  perforir.ar.cfc  -iglit  veil 
include  a  variety  of  characteristics.   The  introduccicr.  cf  uechr.ological 
advancement,  the  offering  of  new  services  as  needed,  the  convenience 
with  which  service  is  provided,  and  even  the  long-run  srabilitv  of  the 
bank  itself. 

There  is  no  comprehensive  theory  that  relates  the  cost  of  inter- 
mediation to  performance  in  these  respects.   However,  ii:  is  conceivable 
that  the  structural  format  m.ay  facilitate  or  encourage  service-dimensicn 
performance  which  will  be  more  or  less  contributory  to  the  objective 
function. 

In  order  to  minimize  the  cost  of  intermediation,  the  structural 
set  must  contribute  to  an  environment  of  responsiveness  to  technological 
and  demand-oriented  changes.   An  a  priori  hypothesis  would  suggest  that 
the  structural  set  associated  V7ith  the  largest  number  of  alternative 
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sources,  the  greatest  breadth  of  services,  the  most  convenience  in 
services  and  locations  and  "technological  sensitivity"  would  be  consistent 
with  the  objective  function.   It  must  be  recognized  that  the  validity  of 
the  hypothesis  is  contingent  upon  certain  states  of  nature.   It  is 
assumed  that  the  services  offered  and  changes  introduced  are  responsive 
to  a  need  or  contribute  to  a  more  efficient  combination  of  resources. 
One  of  the  basic  measures  of  intermediation  ccnvenience  has  to 
be  the  number  of  banking  offices  in  a  given  market.   Any  additional 
banking  office  will  bring  added  convenience  to  some  grcup  of  hank 
customers.   Data  examined  in  an  earlier  chapter  indicsced.  racher 
conclusively,  that  the  multi-office  set  is  associated  .- rh  a  larger 
number  of  banking  offices  per  market  than  the  alternauive /"  It  would 
appear  that  this  service-variable  would  definitely  be  .-.fi^cted  by  the 
removal  of  the  uni -office  constraint  in  Florida  in  sue:;  a  v/av  as  to 
contribute  to  the  minimization  of  the  cost  of  intermedi.£ziGn. 

In  addition  to  the  number  of  banking  offices  wit;;in  a  given 
market,  it  is  possible  that  banking  structure  may  make  a  difference  as 
to  the  breadth  of  the  product  line.   In  fact  this  possibility  has  been 
the  subject  of  several  studies  and  the  general  conclusion  has  been 
that  the  multi-office  regulatory  condition  is  generally  associated  with 
a  more  complete  set  of  services  than  found  under  the  uni-office 
constraint. 

The  reason  for  such  results  is  generally  attributed  to  two 
widely  acknowledged  characteristics  of  multi-office  banking.   As  has 
been  noted  previously  there  is  a  meaningful  correlation  between  multi- 
office  banking  and  size.   As  might  be  expected,  the  empirical  work  shows 
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the  range  of  services  offered  by  banks  to  be  related  to  size,  since  a 
larger  institution  is  more  likely  to  generate  the  volume  necessary 
to  make  a  specialized  service  profitable.   In  addition  to  the  size 
differential,  the  nature  of  multi-office  banking  is  such  that  any  given 
location  may  be  customized  to  meet  the  demands  of  that  location.   Indi- 
vidual offices  may  have  highly  specialized  asset  portfolios  which  vould 
not  be  sustainable  on  a  uni-office  basis.   Consequently  the  multi -office 

system  may  be  able  to  offer  some  kinds  of  services  beycr.c  che  reach  of 

14 
the  uni-office  bank. 

Technological  sensitivity  as  a  measure  of  the  ability  and/or 
willingness  of  a  banking  organization  to  achieve  opti—al  interface 
between  technology  and  the  firm's  operation  is  difficult  -o  measure. 
The  principal  technological  advancement  playing  an  impcr tr-nt  pare  in  che 
bank's  production  process  is  what  goes  under  the  general  "em  of  automa- 
tion.  Automation  by  the  banking  system  has  m.eant  the  adoption  of  a 
series  of  electronic  and  mechanical  techniques  and  equitrr.snt,  including 
the  entire  computer  set,  which  have  contributed  to  a  reduction  in 
operating  costs,  an  increase  in  customer  services,  and  i-praved 
internal  systems. 

Empirical  studies  have  indicated  that  the  "index"  of  technological 
sensitivity  is  a  function  primarily  of  bank  size.   A  recent  automation 
survey  conducted  by  the  American  Bankers  Association  indicated  that 
better  than  90  percent  of  all  banks  over  $50  million  in  deposits  used 
some  type  of  computer  service,  whereas  only  32  percent  of  the  small 
banks  (under  $10  million  in  deposits)  were   using  such  (Table  AO) .   A 
somevjhat  broader  study  by  Bell  and  Murphy  indicated  that  this  size 
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TABLE  40 


AUTOIATION   STATCS    OF 
SURVEYED  BAMS,    A.B.A. 
AUTOIATION  SURVEY,    1969 


Deposit  Size    (in  millions) 

Status  All  Banks        Under        $10-$49        $5G-S?9      S100-$499        C--ar 

$10  ^-59 


Using  on-premises   24%       17=,       14%        ;:2:       Sj7 
computer 

Using  off-premises  42       31        65         40        16 
computer  services 

Planning  to  change   3        3         4  2         1 

to  computer  use 

No  plans  to  change  31       65        17  ; 

to  computer 


Source:   B.M.  Rider,  "The  1969  Automation  Survey,"  Banl-jne:,  Vol.  LXII . 
No.  4,  October,  1969,  p.  62. 
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differential  held  true  over  the  entire  spectrum  of  electronic  and 

15 
mechanical  equipmeiit  usable  in  the  banking  process. 

In  as  much  as  increased  bank  size  is  a  characteristic  of  multi- 
office  banking,  it  would  appear  that  the  technological  sensitivity  of 
the  multi-office  alternative  is  higher.   Apparently  the  capital  outlay' 
required  and  the  minimum  feasible  work  load  necessary  restricts  the 
more  sophisticated  tools  of  automation  to  the  larger  banks.   Although 
some  small  bank  participation  has  been  achieved  throuc'r  -■arious  joint 
projects,  full  enjoyment  of  the  gains  from,  autom.atien  arpear  tc  be  yet 
an  unrealized  technological  possibility  for  the  small  :.  ar,k  and  uhe 
uni-office  state. 

In  summary,  it  would  appear  that  in  every  aspec'  cf  bank  servicer 
examined,  the  multi-office  set  was  associated  with  zIit   r.cre  optimal 
condition.   If  the  relationship  between  bank  services  and  the  cost  of 
intermediation  is  as  hypothesized,  then  the  multi-office  alternative 
creates  a  service  dimension  environment  in  which  these  coses  nay  be 
minimized.   The  lifting  of  the  uni-office  constraint  in  Florida  would 
certainly  lead  to  an  increase  in  the  number  and  convenience  of  banking 
offices  in  the  state.   Average  bank  size  would  tend  to  increase,  thus 
enabling  more  banks  within  the  state  to  bring  the  industry's  technological 
advances  in  production  and  services  to  their  particular  market.   Finally, 
Floridians  at  all  market  levels  could  expect  a  broader  line  of  financial 
services  as  a  result  of  the  characteristics  of  multi-office  banking. 

Loan  Lim.its 

One  aspect  of  pei-formance  in  the  output  market  v;hich  has  received 
special  attention  in  recent  years  is  loan  limits.   The  ultimate  loan 
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limits  v/Iiich  exist  for  any  given  bank  are  not  a  function  of  internal 
portfolio  decisions  but  rather  they  are  a  product  of  regulation.   National 
banks  under  12  U.S.C.  84  are  limited  in  their  loans  to  a  single  borrovjer 
to  an  amount  no  greater  than  ten  percent  of  the  bank's  capital  and  surplus, 
State  banks  generally  have  similar  constraints  and  in  Florida  the  ten 
percent  rule  is  part  of  the  Banking  Code. 

This  regulatory  limit  restricts  a  given  bank's  output  mix  by 
putting  certain  actual  or  potential  loans  outside  the  tlio-,-ed  set. 
Obviously,  the  severity  of  this  constraint  depends  upcr,  uhe  capital  and 
surplus  of  the  banks  of  any  given  market.   The  effec-c  .f  sucn  a  limi- 
tation on  the  cost  of  intermediation  will  depend  on  the  demand  for  this 
output  and  the  cost  of  such  a  demand  going  unfilled  ir:  any  given  marke- . 
Comptroller  Saxon,  in  1962,  pointed  out  in  testimony  bezcve   Crngress  en 
H.R.  8247  some  of  the  social  and  opportunity  costs  that  may  be  incurred 
by  the  banks . 

Where  a  bank's  activity  is  restricted  to  an  area  dependent 
upon  a  narrow  economic  base,  loan  diversifieaticn  may  be 
difficult  to  achieve  under  any  limitations.   Moreover, 
lending  limitations  may  in  some  instances  actually  restrict 
the  diversification  possibilities  of  commercial  banks. 
This  would  occur,  for  example,  where  a  small  or  medium- 
sized  bank  was  effectively  excluded  by  its  le-ciing  limit 
from  servicing  a  medium  or  larger  commercial  customer, 
and  consequently  had  to  restrict  its  lending  activity 
to  installment  or  real  estate  lending,  or  to  smaller 
commercial  lending  which  might  be  heavily  concentrated  in 
one  or  a  few  industries. 

It  would  appear  that  the  structural  set  which  permitted  the 

widest  range  of  output  at  any  given  market  level  would  contribute  to 

a  minimization  of  the  cost  of  intermediation.   If  the  structural  set 

facilitates  capital  utilization  so  that  the  bank  has  the  ability  to 

meet  the  need  if  it  arises  and  yet  does  not  have  redundancy  in  its 
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capital  structure,  then  there  has  been  a  contribution  to  the  objective 
function. 

There  is  a  clear  and  definite  difference  in  this  aspect  of  the 
output  market  under  the  alternative  structural  sets.   Each  bank 
location  is  subject  to  this  constraint  under  the  uni-office  set.   In  a 
multi-office  system  the  capital  require-.ents  for  each  location  tend  to 
be  similar  to  those  of  a  unit  bank  of  comparable  size.   However,  unlike 
the  uni-office  bank,  the  lending  limit  of  each  location  cf  a  multi-office 
bank  is  10  percent  of  the  total  capital  accounts  of  all  bari;ing  offices 
of  the  system  to  which  it  belongs.   It  is  axiomatic,  therai:re,  that 
any  branch  office  m.ust  have  a  loan  limit  that  is  larger  zhzr.   that  of  a 
unit  bank  of  comparable  size  since  the  branch  is  merely  c-.a  part  of  a 

1  Q 

multi-office  firm. 

An  examination  of  the  loan  limits  for  Florida  bar:--:c  •_->y  county 
(Table  41)  indicates  that  more  than  half  of  these  local  z:z~L.ets   have 
loan  limits  of  $100,000  or  less  and  the  largest  limits  avciiable  in 
Duval  and  Dade  county  are  $2,750,000  and  $3,000,000  respectively.   A 
comparison  of  these  figures  with  those  of  a  multi-office  state  such 
as  California  or  North  Carolina  give  dramatic  evidence  of  how  the 
10  percent  regulatory  constraint  has  limited  the  output  of  the  uni- 
ffice  state.   In  California,  every  local  market  as  defined  by  county 
ines  has  been  penetrated  by  at  least  one  of  the  state-wide  branching 
systems  and  the  loan  limits  vary  from  a  minimum  of  $20,600,000  (Crocker- 
citizens  National  Bank)  to  $85,600,000  (Bank  of  America).   Likewise  in 
^■orth  Carolina  the  state-wide  branching  institutions  have  penetrated 
ill  local  markets  and  as  a  result  the  loan  limits  vary  from  a  minimum 
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TABLE  41 


LOAN  LIMIT  OF  THE 

LARGEST  BANK  IN  EACH 

COUNTY,  FLORIDA,  DECEMBER,  1970 
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Alachua 

Baker 

Bay 

Bradford 

Brevard 

Broward 

Calhoun 

Charlotte 

Citrus 

Clay 

Collier 

Columbia 

Dade 

De  Soto 

Dixie 

Duval 

Escambia 

Flagler 

Franklin 

Gadsden 

Gilchrist 

Glade 

Gulf 

Hamilton 

Hardee 

Hendry 

Hernando 

Highlands 

Hillsborough 

Holmes 

Indian  River 

Jackson 

Jefferson 

Lafayette 

Lake 

Lee 

Leon 

Levy 

Liberty 

Madison 

Manatee 

Marion 

Martin 


;  450,000 
20,000 
240,000 
102,500 
210,000 
SCO. 000 
60,000 
145,000 
lOG^OOO 

ic.  :^co 

13-., COO 

110. vOO 

3,0CC,CC0 

^0,000 

275^000 

ir'O.OOO 

55,000 

ICC. 000 
20.000 

-0- 

c?, 500 

70,000 

100,000 

85 , COO 

110,000 

180,000 

1,450,000 

25,000 

240,000 

100,000 

70,000 

10,000 

150,000 

600,000 

300,000 

30,000 

-0- 

90,000 

450,000 

240,000 

120,000 


^,. ^ ■ .  -.-,..-  ..-.- ...^^,^.,»^-^-.j,,...au;..^.,a,...a,^.:;,^_.^.a..^^ 
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TABLE  41  (Continued) 


Monroe  280,000 

Nassau  180,000 

Okaloosa  160,000 

Okeechobee  60,000 

Orange  860,000 

Osceola  60,000 

Palm  Beach  500,000 

Pasco  225,000 

Pinellas  740,000 

Polk  600,000 

Putnam  140,000 

St.  Johns  175,000 

St.  Lucie  200,000 

Santa  Rosa  95,000 

Sarasota  550,000 

Seminole  150,000 

Sumter  40,000 

Suwanee  105,000 

Taylor  6C\:C0 

Union  3C-L0C 

Volusia  350, COG 

Wakulla  -  '- 

Walton  bC.OC'O 

Washington  9--',;C0 


Source:  Computed  from  figures  presented  in  Florida  Bar.k  rirectory,  19'. 
Florida  Bankers  Association. 
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of  $4,400,000  (First  Union  National  Bank)  to  $10,100,000  (Wachovia 
Bank  and  Trust  Co.). 

Two  objections  to  this  apparent  multi-office  advantage  are  some- 
times offered.   First,  it  is  suggested  that  uni-office  banks  can  over- 
come this  limitation  by  pooling  their  capabilities  thrcugh  some  form 
of  participation  or  joint  venture.   Indeed,  this  is  often  done  in 

uni-office  states.   However,  it  is  obviously  more  inefficient  and 

19 
generally  less  preferable   from  the  borrower's  viexvpcint  as  it  must 

be  coordinated  with  and  approved  by  all  participating  banl-iers.   As 

20  1 

was  noted  in  a  previous  chapter,    Florida  has  hac  a.   recent  e;:perience 

with  this  problem  in  trying  to  meet  the  financial  net-r  of  Disney 
World. 

A  second  objection  that  is  sometimes  interjected  is  that  regarc- 
less  of  the  higher  loan  limits,  the  branch  manager  doe=  not  have  the 
lending  authority  and  the  result  is  that  the  apparent  ai^ancage  is 
offset  by  the  need  for  central  office  approval.   However,  the  con- 
clusions of  several  studies  vjhich  have  looked  into  the  lending  authorx 
question  have  not  supported  this  contention.   Generally,  they  agree 
with  the  New  York  study  which  concluded: 

Thus,  the  available  data  did  not  support  the  charge  that 
borrowers  were  subject  to  greater  inconvenience  at  out- 
of-tovm  branches  of  branch  banks  due  to  limitations 
placed  on  the  size  of  loan  the  branch  manager  was  per- 
mitted  to  make  on  his  own  authorization.^^ 

In  summary,  it  appears  that  one  of  the  readily  distinguishable 

differences  in  alternative  structural  sets  is  in  the  loan  limit.   The 

regulatory  constraint  is  such  that  the  multi-office  alternative  has 

an  unequivocal  advantage  in  offering  the  broadest  possible  output  set 
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in  terras  of  loan  size  at  every  market  level.   The  lifting  of  the  uni- 
office  constraint  in  Florida  v/ould  increase  the  ability  of  all  size 
banks  in  the  state  to  accomnodate  the  demand  for  large  loans  vjhen  they 
appear.   Thus,  the  cost  of  intermediation  would  be  reduced  due  to  the 
ability  to  respond  to  intermediation  needs  v^hich  currently  go  unmet 
within  the  state  and  there  would  be  a  more  efficient  utilization  of 
capital  funds  in  this  regard. 

Bank  Earnings 

In  a  certain  sense,  earnings  data  summarize  the  -.ajcr  activities 
of  a  business  enterprise.   They  reveal  the  net  position  rf  the  firm 
in  the  interplay  of  prices,  costs,  and  output.   Kence  z-zr.   data  are 
generally  considered  an  important  index  of  the  degree  ^f  success  that 
a  firm  achieves  in  its  operations.   Some  would  consider  _:arning3 
figures  as  a  clue  to  overall  firm  efficiency;  others,  r^s  an  iniicaticn 
of  market  structure.   Theoretically,  an  exam.ination  of  rhe  earnings 
under  the  alternative  regulatory  sets  would  serve  to  integrate  some 
of  the  earlier  analysis. 

It  is  important  that  the  proper  perspective  be  maintained  in 
examining  these  data.   The  minimization  of  the  cost  of  interm.ediaticn 
is  not  necessarily  consistent  with  maximum  bank  earnings.   In  fact, 
these  two  possibilities  may  be  the  antithesis  of  one  another.   In  a 
uni-variate  situation,   the  cost  of  intermediation  will  be  minimized 
where  bank  earnings  are  minimized.   This  is  subject,  of  course,  to 
the  constraint  that  there  must  be  sufficient  earnings  to  adequately 
compensate  all  factors  of  production.^"   The  conclusion,  then,  would 
be  that  the  preferable  regulatory  set  is  the  one  consistent  with  the 
lowest  acceptable  earnings  rate  which  can  be  sustained. 
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Before  looking  at  empirical  evidence,  certain  "caveats"  concerning 
the  usefulness  of  bank  earnings  ratios  must  be  mentioned.   The  output 
combination  of  every  bank  differs  in  some  respects  and  differences 
in  earnings  ratios  necessarily  reflect  these  differences  in  coir.posicicn. 
In  addition,  it  should  be  recognized  that  the  "summary-nature"  of 
these  figures  may  easily  mask  important  structural  characteristics 
which  can  be  identified  only  on  a  disaggregated  basis. 

A  look  at  the  several  earnings  ratios  presented  tr.  Table  ^2, 
shows  that  under  every  earnings  measure  the  uni-offici:  regulatcry  set 
is  consistent  with  the  highest  figures.   An  examina-icr  of  these  ratios 
over  time  shows  that  this  uni-bank  performance  has  or.Ly  cevelcpad 
within  the  last  five  years  and  prior  to  that  the  datE.   tended  -.o 
indicate  "bank  profitability  v/as  not  related  to  branch  harJ-.ing  laws." 

The  earnings  picture  for  Florida  banks  is  parLxt u.arly  impressive 
for  investors,  but  somewhat  depressing  for  those  interesred  in  mini- 
mizing the  cost  of  intermediation.   The  net  current  earrings  to  capita^ 

24 
figure  for  the  state  (14.16)  is  the  second  highest  in  the  nation 

and  the  net  current  earnings  to  assets  is  substantially  above  the 

national  average.   Allen  C.  Ewing,  a  specialist  in  Florida  bank  stocks, 

is  quick  to  point  out  that  "there  is  no  doubt  that  the  profitability 

of  Florida  banks  have  increased  considerably  in  recent  years  as  com.pared 

25 
with  all  commercial  banks  in  the  country." 

It  should  be  noted  that  this  consistently  higher  earnings  picture 
under  uni-office  constraints  as  found  in  Florida  has  been  achieved  in 
spite  of  the  differences  in  asset  composition.   Earlier  analysis  in- 
dicated that  m.ulti-office  banking  is  generally  associated  with  a  higher 
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TABLE  42 

BANK  EARNINGS  RATIOS 
BY  STATES,  DECEMBER,  1970 


Unit  Banking  States 


States    Net  Current  Earnings   Net  Income  Net  Current  i.arn-   Net  Iiic: 
to  Capital       to  Capital   ings  to  Assets     to  Asset 


1.08 
1.09 
1.C7 

.94 
1 .  CO 
1.10 

.78 
l.OS 

.  96 
1.18 
1.09 
1.08 
1.03 
1.05 
1.05 

Average  12.60  12.58  1.04  1.04 


Arkansas 

12 

27 

Colorado 

12 

92 

Florida 

14 

16 

Illinois 

12 

12 

Iowa 

11 

65 

Kansas 

12 

05 

Minnesota 

10 

90 

Missouri 

12 

70 

Montana 

13 

48 

Nebraska 

12 

89 

North  Dakota 

13 

81 

Oklahoma 

12 

99 

Texas 

12 

54 

West  Virginia 

12 

54 

Wyoming 

11 

88 

12.13 

1.09 

13.13 

l.OS 

14.24 

1.06 

12.31 

.93 

11.82 

.99 

11.91 

1.11 

10.84 

.78 

12.66 

1,08 

13.41 

.96 

12.92 

1.18 

13.55 

1.11 

13.06 

1.07 

12.44 

1.04 

12.36 

1.07 

11.97 

1.04 
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Limited  Branching  States 


States     Net  Current  Earnings   Net  Income  Net  Current  Earn-  Net  InccTr^e 
to  Capital       to  Capital   ings  to  Assets     to  Assets 


Alabama 

12 

59 

Georgia 

14 

02 

Indiana 

12 

92 

Kentucky 

11 

69 

Louisiana 

13 

98 

Massachusetts 

9 

92 

Michigan 

11 

14 

Mssissippi 

14 

60 

New  Hampshire 

11 

33 

New  Jersey 

11 

74 

New  Mexico 

10 

88 

New  York 

11 

13 

Ohio 

11 

.24 

Pennsylvania 

11 

37 

Tennessee 

12 

,68 

Wisconsin 

11 

.58 

12.82 

l.il 

13.98 

1.21 

13.12 

.97 

11.98 

1.03 

14.05 

1.02 

9.84 

.95 

11.03 

.83 

14.56 

1.10 

11.79 

1.04 

11.42 

.87 

11.05 

.86 

11.07 

.95 

11.36 

.93 

11.19 

.96 

12.80 

1.08 

11.73 

.86 

1.21 
.99 


.94 

.83 

l.IC 

1 .08 

.85 

.87 

.94 

.94 

.95 

1 .  09 

.87 


Average 


12.05 


12.11 


.98 


.99 
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Statex^?ide  Branching  States 


States     Net  Current  Earnings   Net  Income  Net  Current  Earn-  Net  Incone 
to  Capital        to  Capital   ings  to  Assets     to  Assets 


Alaska 

12 

54 

Arizona 

7 

74 

California 

9 

01 

Connecticut 

11 

23 

Delaware 

11 

37 

Hawaii 

8 

35 

Idaho 

12 

58 

Maine 

13 

49 

Maryland 

11 

05 

Nevada 

14 

13 

North  Carolina 

12 

88 

Oregon 

11 

07 

Rhode  Island 

6 

59 

South  Carolina 

13 

22 

South  Dakota 

12 

23 

Utah 

13 

96 

Vermont 

11 

42 

Virginia 

12 

08 

Washington 

10 

46 

12.79 

.75 

7.85 

.58 

9.46 

.74 

11.35 

.97 

11.20 

1.17 

8.43 

.63 

13.07 

-95 

12.99 

1.16 

11.03 

.91 

13.96 

1.00 

13.17 

1.12 

11.15 

.86 

6.46 

.65 

13.24 

1.37 

12.31 

1.06 

13.31 

1.08 

11.47 

.96 

12.02 

.95 

10.80 

.90 

.  /b 
.59 
.77 

.98 

1.13 

.63 

..99 

1.13 

.90 

1.00 

1.15 

.87 

.65 

1.37 

1.06 

1.03 

.95 

.94 

.93 


Average 


11.34 


11.37 


.94 


,94 


Source:   Bank  Operating  Statistics,  1970,  Federal  Deposit  Insurance 
Corporation,  1971 
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Loan  to  asset  comiTiitinent  than  that  which  arises  under  uni-office 
banking.   Given  that  the  loan  component  generates  the  highest  per 
dollar  earnings  for  the  bank,  it  is  somewhat  surprising  that  the  uni- 
office  set  is  associated  with  the  highest  earnings  ratios. 

In  summary,  it  would  appear  that  the  uni-office  constraint  does 
not  promote  the  minimization  of  the  cost  of  intermediation  as  viewed 
from  the  earnings  perspective.   The  higher  earnings  ratios   associatec 
with  uni-office  banking  in  general,  and  Florida  in  particular,  tenC 
to  raise  the  cost  of  intermediation  above  the  miniir.u-  2-xz3.±-az>le 
level.   The  fact  that  banking  is  growing,  perhaps  even  ~cre  rapidly, 
under  the  multi-office  set  would  suggest  that  the  lower  ratios 
associated  with  the  latter  are  within  the  constrair.i:  'z    tzie   r.cdel.   A 
lifting  of  the  uni-office  limit  in  Florida  would  lea^'  tr.  a  reduccicn 
in  these  earnings  ratios  and  thus  reduce  the  cost  cf  ir.uerxe-iation. 

Summary 

This  chapter  has  been  concerned  with  performance  in  the  output 
market  under  alternative  regulatory  sets  and  how  such  cerfcr-iance 
might  affect  the  cost  of  intermediation.   The  analysis  vjas  restricted 
to  the  loan  component  of  the  output  market  and  certain  recognisable 
characteristics  which  tend  to  be  associated  v;ith  the  structural 
possibilities  in  this  market. 

Output  composition  is  apparently  influenced  by  the  structural 
environment  and  the  retail  type  loan  finds  greater  representation 
under  multi-office  banking  while  the  wholesale  loan  is  dominant  under 
the  uni-office  set.   However,  the  heavier  loan  concentration  of  the 
multi-office  situation  implies  that  the  greater  attention  to  retail 
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demands  under  this  regulator^'  environment  is  not  at  the  expense  of 
wholesale  requirements. 

A  by-product  of  the  output  composition  analysis  was  a  conclusion 
that  multi-office  banking  is  responsive  to  local  needs  for  funds  and 
does  not,  as  sometimes  suggested,  lead  necessarily  to  a  net  local 
outflow  of  funds. 

l-Jhile  this  difference  in  loan  composition  is  a  di£-ir.guishable 
structural  characteristic,  it  was  found  that  it  makes  cu-puc  rates,  as 
a  structural  characteristic,  somevjhat  indistinguishable   Tne  heterc- 
geniety  of  the  loan  portfolio  as  well  as  the  noted  compc?izionaL 
differences  minimizes  the  value  of  output  rates  as  a  -'---isure  of  output 
market  performance.   Attempts  to  filter  the  heterogenic; -;-  cur  by  an 
elasticity  coefficient  were  not  successful  and  so  the  .in:..y£:-_s  v;£s  then 
shifted  to  bank  services. 

In  the  aspects  of  services  investigated,  the  multi-office  environ- 
ment appeared  to  enjoy  a  clear-cut  advantage.   Without  tne  uni-orrice 
constraint,  it  appears  that  banking  services  are  more  cc-venient, 
more  complete,  and  have  a  greater  "technological  sensitivity."  Further 
the  ability  to  offer  the  "large  loan"  service  is  definitely  enhanced 
by  the  multi-office  allowance. 

Finally,  the  profitability  or  earnings  ratio  examined  indicated 
for  the  year  considered  that  the  uni-office  constraint  tends  to  be 
associated  with  higher  earnings  ratios. 

In  terms  of  the  cost  of  intermediation  for  Florida,  it  v;ould 
appear  that  the  uni-office  constraint  has  added  more  to  this  cost 
than  would  be  true  under  the  multi-office  allowance.   A  lifting  of 
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Florida's  uni-office  requirement  V70uld  lead  to  greater  loan  inter- 
mediation, a  broader  and  more  convenient  set  of  intermediation  services 
and  a  mioveraent  in  the  direction  of  lower  profitability  ratios,  all  of 
which  should  contribute  to  the  objective  of  minimizing  the  cost  of 
intermediation  for  Floridians. 
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CHAPTER  VII 
SWIMARY  AND  CONCLUSIONS 

The  avowed  purpose  of  this  study  has  been  an  audit  of  Florida's 
bank  regulatory  set.   The  emphasis  has  been  on  that  part  of  the  regu- 
latory set  which  specifies  or  controls  bank  structure  v.iuhin  the  state. 
The  primary  concern  has  been  whether  the  existing  stru;::ual  constraint, 
uni-office  banking,  is  optimal  from  the  point  of  vie:-:  cf  r-inir.:izing  the 
cost  of  intermediation  or  v.'hether  this  objective  woulc  re-  better 
achieved  with  fewer  structual  constraints. 

The  investigation  has  developed  a  number  of  f ac  i£  -rhich  bear  on 
the  question.   The  matrix  which  is  used  to  summ.arize  'r.-i-e  facts 
(Table  43)  is  developed  in  termiS  of  the  theoretical  irame'v-'crk  evolved 
in  Chapter  II. 

The  framework  is  drav-n  around  a  concept  of  the  regulatory  systen 
which  envisions  the  task  of  regulation  as  one  of  moving  the  extant 
set  of  outputs  and  inputs  associated  with  the  banking  industry  at  any 
point  in  time  in  the  direction  of  some  optimal  set.   The  optimal 
structual  regulation  is  seen  as  that  which  facilitates  this  regulatory 
goal  of  equilibration. 

The  goal  which  the  theoretical  framework  specifies  for  regulatory 
optimality  is  the  minimization  of  the  price  of  intermediation.   This 
objective  function  is  arrived  at  by  taking  the  context  and  content  of 
national  banking  laws  over  the  last  45  years  as  indications  of  what  is 
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TABLE  43 


SWIMARY  OF  MARKET  STRUCTURE  AND  PERFORMANCE  DATA 
FOR  UNI-OFFICE  AND  MULTI-OFFICE  BANKING 


Uni -Office  Multi-Office 
Population  per  banking  office           -*  4. 

Number  of  banks  in  national  market       -  j- 

Number  of  banks  in  regional  market       -  + 

Number  of  banks  in  local,  non-metro- 
politan market  -  _u 

Number  of  banks  in  local  m^etropolitan 

market  + 

Number  of  banking  offices  in  local 

metropolitan  market  -  ^ 

Concentration  at  the  state  level         + 

Concentration  at  the  local  level: 

metropolitan  area  Q  0 

non-metropolitan  area  -  j. 

Ease  of  entry  _  ^ 

Service  charge  + 

Compensation  for  input : 

highly  liquid  funds  -  4. 

time  and  savings  deposits : 

state-wide  0  0 


local 


+ 


Deposit  composition: 

time 'to  total  deposits  -  4. 
savings  ratio: 

state-wide  0  0 

local  _  4. 

Capital  structure:   debentures  -  j. 
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TABLE  43  (Continued) 


Uni -Office 


Multi-Office 


Efficiency : 

cost  per  unit  of  output: 
equal  sized  units 
average  sized  units 

Capacity: 

available 
utilized 

Output  Composition: 

loans  to  assets 
wholesale  loans 
retail  loans 

Output  rates 

Services : 

convenience  of  bank  locations 
breadth  of  service-line 
technological  sensitivity 
loan  limits 

Earnings 


-'The  symbols  used,  +,-,0  indicate  relative  impact  of  the  particular 
structure  on  the  objective  functiai   The  plus  sign  means  a  desirable 
impact  on  the  cost  of  intermediation  while  the  minus  sign,  the  ODpcsite. 
The  zero  means  little  or  no  noticeable  difference  in  characteristics 
under  the  regulatory  alternatives. 
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sought  in  terms  of  banking  characteristics  by  the  public  and  as  ex- 
pressions of  the  extant  economic,  social  and  political  environment. 
This  survey  produced  four  general  desiderata: 

1.  Productive  efficiency 

2.  Allocative  neutrality 

3.  Responsiveness  to  changes  in  technology  and  consumer  demand 

4.  Depositor  protection 

These  several  criteria  were  found  to  be  consistent  with  the 

minimization  of  the  price  of  intermediation  and  were  surr:.arized  in  an 

objective  function  as: 

n    m 

min  P.  ^  =S~       y    Oi.   P  ,  -  T  .  p.  . 
mt    ^        i—~  k   ok   -1   i: 

k=l   j=l 

subject  to :  0^  >  0 
Ij  >0 


1 1 


\   Pok  -  ^j  - 


k=l   j=l 

This  model  was  then  used  throughout  the  paper  as  a  rieasure  of 
the  coincidence  between  the  existing  and  desired  sec  of  m-puts  and 
outputs.   The  structual  regulation  which  contributes  the  most  to  the 
accomplishment  of  the  objective  function  is  viewed  as  cr^timal. 

Chapter  III  begins  the  investigative  process  by  suggesting  the 
historical  context  within  which  Florida  banking  and  its  regulative  set 
have  evolved.   In  addition,  the  current  economic  environment  within 
the  state  to  which  Florida  banking  must  be  responsive  is  developed. 

The  results  of  this  chapter  are  rather  stunning  and  point  out  the 
need  for  a  periodic  regulatory  audit.   Florida's  structual  regulations 
were  drawn  up  in  1913.   The  economic  environment  in  which  they  were 
attempting  the  equilibrating  task  was  largely  "traditional."   Population 
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was  small  and  widely  dispersed  with  little  in-migration  and  a  relatively 
low  growth  rate.   Agriculture  was  the  dominant  industry,  by  far,  and 
what  little  manufacturing  vjas  present  was  concentrated  in  lumber  and 
timber. 

The  same  regulative  set  is  attempting  the  equilibrating  task  in 
today's  environment.   Almost  every  characteristic  of  the  state  has 
undergone  radical  change  over  the  60  ensuing  years .   ropulation  is 
among  the  largest  in  the  nation  and  is  growing  rapidly  due  to  a  high 
level  of  immigration.   Service  and  trade  is  the  major  ir.dustry  in  the 
state  while  food  and  kindred  products  domdnate  the  ms.r.'_facturina  sectci  , 
In  almost  every  dimension  of  life  within  Florida,  there  has  he-a-   char.g-, 
except  in  bank  structure  regulation. 

Beginning  with  Chapter  IV,  the  task  that  is  enj^'-iiied  is  a  multi- 
faceted  one.   The  current  output/input  set  of  Florida  banking  is 
identified  and  then  contrasted  with  the  set  that  couid  : e  anticipated 
when  and  if  multi-office  organization  is  permitted.   T-ie  different 
elements  of  the  sets  were  then  evaluated  in  terms  of  the  existing 
Florida  environment  and  the  objective  of  manimizing  the  cost  of  inter- 
mediation.  The  results  of  such  evaluations  provided  infoi-mation  as 
to  whether  the  existing  regulatory  set  is  performing  its  equilibrating 
task  in  an  optimal  manner  or  not. 

In  Chapter  IV,  the  emphasis  is  on  market  structure  as  an  indi- 
cator of  the  desired  output/input  set.   A  conceptual  notion  of  bank 
markets  and  a  precise  definition  of  Florida's  regulatory  set  preceded 
a  look  at  such  specific  market  characteristics  as  bank  numbers,  con- 
centration ratios,  and  entry  conditions. 
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In  every  measure  of  bank  numbers  at  every  market  level,  the 
situation  in  Florida  is  further  from  optimality  than  what  could 
reasonably  be  anticipated  under  multi-office  banking.   Minimization 
of  the  cost  of  interm.ediation  was  associated  with  a  relatively  large 
number  of  banking  offices  due  to  the  competitive  possibilities  of  such 
numbers  as  well  as  the  inherent  convenience.   It  was  concluded   there- 
fore, that  under  the  uni-office  constraint,  equilibration  in  the  area 
of  bank  numbers  was  less  than  what  might  be  achieved  aader  che  multi- 
office  set. 

Some  attention  was  given  to  concentration  ratio; .  an  analytical 
tool  of  limited  value.   When  these  ratios  were  examined  at  the  state 
level,  the  degree  of  concentration  in  Florida  and  otacr  uni-office 
states  tended  to  be  lower  than  that  which  was  found  ar.  aae  multi-of fia- 
state.   However,  in  many  uni-office  states,  as  in  FloriLca,  this  lack 
of  concentration  may  indicate  a  lack  of  market  parti capation  rather 
than  limited  market  power.   At  the  local  level,  surprisinsiv  enough, 
the  concentration  ratios  tend  to  be  similar  when  all  tne  official  and 
unofficial  banking  links  are  identified  in  the  uni-office  state.   As 
a  matter  of  fact,  there  appears  to  be  a  high  probability  that  multi- 
office  banking  in  Florida  would  lead  to  a  reduction  in  concentration 
in  local  non-metropolitan  markets ,  where  currently  it  is  not  unusual 
to  have  only  one  or  two  banks. 

While  the  relationship  between  concentration  ratios  and  the  cost 
of  intermediation  is  somewhat  tenuous,  it  would  appear  that  the  regu- 
lation which  minimized  concentration  would  contribute  the  most  to  the 
objective  function  through  its  competitive  impact  on  productive 
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efficiency  and  allocatlve  neutrality.   The  data  examined  suggested 
that  the  regulatory  set  is  not  an  important  variable  in  determining  the 
degree  of  concentration  and  where  it  does  make  a  difference,  the  multi- 
office  alternative  seems  preferable  and  should  therefore  contribute 
to  a  reduction  in  the  cost  of  intermediation  in  Florida. 

The  ease  of  entry  was  also  examined,  somewhat  indirectly,  m 
Chapter  IV.   The  empirical  evidence  as  well  as  rationalization  based 
on  the  characteristics  of  multi-office  banking  led  tc  zhe   ccnclusicn 
that  entry  was  easier  in  a  regulatory  environment  that  -enr.itted  the 
widest  possible  choices  as  to  bank  organization.   Florida's  under- 
banked  condition  appears  to  be,  in  part,  a  result  of  ezxv-:-   difficulties 
under  the  uni-office  constraint.   Ease  of  entry  is  azs-iiated  with  the 
objective  function  due,  again,  to  the  potential  comcstirive  ircact , 
Therefore,  the  lifting  of  the  uni-office  constraint  in  rlorida  should 
reduce  the  cost  of  intermediation  for  the  state  as  enrry  becomes  less 
difficult. 

The  focus  of  the  study  is  shifted  somewhat  in  Charter  V.   Per- 
formance data  are  examined  directly  without  reference  to  market  structure 
as  further  dimensions  of  the  input/output  set  are  identified  and  analyzed. 
Chapter  V  concentrated  on  the  input  market  and  attempted   to 
establish  the  impact  of  structual  regulation  on  input  price,  composition, 
and  efficiency.   In  terms  of  minimizing  the  price  of  intermediation,  the 
optimal  input  set  would  be  that  which  maximized  the  price  paid  the 
fund  offerees  while  presenting  those  services  and/or  facilities  re- 
quired to  accomodate  the  intermediation  needs  of  the  market.   Of 
course,  the  constraint  introduced  in  the  model  that  the  price  of 
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intermediation  be  sufficient  to  compensate  all  factors  of  production 
equitably  would  place  an  upper  limit  both  on  price  and  the  proliferation 
of  services  and  facilities. 

The  price  of  the  highly  liquid  fund  inputs  of  the  commercial 
bank  has  several  dimensions,  most  of  which  are  implicit  in  nature.   The 
average  service  charge  per  demand  deposit  was  higher  in  a  multi-office 
setting.   However,  it  appeared  that  the  implicit  price  or  these  in-urs 
as  measured  by  the  difference  between  the  cost  of  ser-,-_-ing  the  accour.t 
and  the  service  charge  was  also  higher  under  multi-cf f-_ce  banking. 

The  lifting  of  the  uni-office  constraint  in  ?lor_da  could  lead 
to  an  increase  in  the  average  service  charge  althcush  ^.r.=  Florida 
figure  is  already  among  the  highest  in  the  nation.   -Vr.  che  other  hand, 
it  was  suggested  that  in  spite  of  this,  the  total  comrensaricn  beins 
paid  the  fund  offeree  would  rise  as  the  cost  per  de-Dc;-:-_t  rose  more 
than  proportionately.   The  increased  compensation  woulc  lead  to  a 
reduction  in  the  cost  of  intermediation  since  it  incorporates  the 
other  dimensions  of  compensation  such  as  convenience  and  service.   Thus, 
the  increased  convenience  of  additional  depositories  in  Florida  with 
a  wider  range  of  deposit  services  would  more  than  offset  the  expected 
rise  in  service  charges  and  decrease  the  cost  of  intermediation. 

The  price  paid  for  the  less -liquid,  store  of  value  type  funds  is 
more  explicit  in  nature.   However,  regulatory  limits  on  the  upside 
reduce  the  value  of  these  prices  as  performance  measures.   While  the 
highest  rates  appeared  in  the  multi-office  setting,  regional  economic 
differences  may  be  a  more  important  determinant  than  structure  at  the 
state  level.   On  the  other  hand,  the  structual  set  did  appear  to  make  a 
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difference  in  the  local  market  as  the  rates  under  multi-office  banking 
X'/ere  the  highest. 

It  vjas  concluded  that  the  lifting  of  the  uni -office  constraint 
in  Florida  would  have  the  desired  effect  on  the  cost  of  intermediation 
through  this  characteristic.   l\^ithin  the  limits  defined  by  regulatorv 
maximums  and  the  state's  economic  environment,  it  was  concluded  that 
multi-office  banking,  due  to  larger  banks  and  more  local  nenetration. 
would  lead  to  rates  within  the  state  that  were  higher  zhan  would  be 
attained  under  the  current  regulations . 

An  examination  of  the  sources  of  funds  for  cocrriercj^al  banks  led 
to  the  conclusion  that  fund  input  composition  affect;  the  cost  of 
intermediation.   It  appears  that  within  certain  limits,  increased  time 
and  savings  deposits  and  increased  usage  of  capital  r,;:r£3  and  deben- 
tures were  consistent  with  the  objective  function. 

An  examination  of  the  data  indicated  greater  acrrvity  bv  the 
multi-office  bank  in  the  store  of  value  fund  market  as  evidenced  bv 
a  higher  time  to  total  deposit  ratio.  .  In  addition,  the  ir.ulti -office 
set  apparently  contributes  to  a  greater  willingness  or  ability  to  use 
capital  notes  and  debentures  as  a  source  of  capital  funds,  witness  the 
ratio  relationships  in  the  capital  section.   It  appeared,  then,  that 
the  lifting  of  the  uni-office  constraint  in  Florida  would  contribute 
to  the  objective  function  through  a  more  optimal  combination  of  inputs. 

The  technical  efficiency  that  is  sought  has  to  do  with  the  cost 
of  transformation  and,  of  course,  what  is  sought  is  to  maximize  tech- 
nical efficiency  so  as  to  minimize  this  cost.   This  question  was 
approached  in  terms  of  returns  to  scale  and  capacity  utilization. 


237 


Evidently,  returns  to  scale  are  a  part  of  the  banking  industry 
and  persist  over  a  wide  range  of  sizes.   However,  the  growth  necessary 
to  achieve  the  highest  benefits  of  these  returns  is  difficult  to  attain 
under  uni-office  banking.   The  evident  size  differential  indicates  that 
the  normal  trade-off  is  several  firms  under  uni-office  banking  for  ona 
firm  and  several  facilities  under  multi-office  banking.   Vvithout 
consideration  of  allocative  costs,  this  kind  of  trade-off  has  led  to  a 
lowering  of  operating  costs  under  multi-office  banking  and  in  Florida 
could  lead  to  a  reduction  in  the  cost  of  intermediaricn. 

The  nature  of  multi-office  banking  is  such  that  ranks  enjoy 
greater  usable  capacity  as  well  as  higher  capacity  u-^llsation.   This 
was  substantiated  by  the  fact  that  multi-office  banks  consistently 
showed  a  higher  loan  to  total  asset  ratio.   Of  course,  increased 
usable  and  utilized  capacity  contribute  to  a  minimization  of  inter- 
mediation costs  when  the  excess  liquidity  is  a  functlor:  of  the  uni- 
office  structure.   Florida's  relatively  low  capacity  utilization  figure 
is,  to  a  certain  extent,  a  result  of  the  uni-office  constraint.   A 
regulatory  set  permitting  multi-office  banking  in  Florida  would  increase 
usable  capacity,  thus  permitting  higher  utilization  and  lowering  the 
cost  of  intermediation. 

In  Chapter  VI,  the  consideration  of  performance  data  was  ex- 
tended to  the  output  market.   Bank  structure  appears  to  have  limited 
impact  on  the  markets  where  the  banks  produce  "investm.ent  funds,"  so 
the  Chapter  focused  on  loan  output  where  bank  structure  may  make  a 
difference.   In  this  market,  the  cost  of  intermediation  in  Florida 
will  be  minimized  under  those  structual  regulations  which  are  consis- 
tent with  the  lowest  prices  and  an  output  set  that  is  responsive 
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to  the  several  demands  of  the  public.   Of  course,  while  minimizing 
cost  and  maximizing  service,  the  regulatory  set  must  allov/  the  bank 
to  earn  a  return  sufficient  to  attract  the  necessary  capital. 

One  of  the  clearest  structual  differences  evident  in  the  output 
market  was  the  difference  in  loan  composition.   The  different  port- 
folio emphasis  (uni-of fice/wholesale  loans;  multi-of fice/recail  loans ^ 
appeared  to  be,  in  part,  a  function  of  the  growth  patterns  under  the 
different  regulatory  sets.   Growth  under  the  uni-of fie e  constraint 
must  be  achieved  by  a  vertical  movement  into  the  larser  -.arkets 
while  the  multi -office  bank  can  grov7  through  horizontal  -cva-;ent  into 
different  local  markets. 

In  terms  of  the  objective  function,  this  portfc:.!:;  difference 
added  to  the  fact  that  the  loan  to  asset  figure  is  hi-;.cr  under  multi- 
office  banking  led  to  the  conclusion  that  a  lifting  of  zr-i,   uni-office 
constraint  in  Florida  would  permit  the  banking  syster  t-v  respond 
more  indiscriminately  to  the  total  demand  for  funds  in  -he  market. 
It  is  unlikely  that  any  of  the  current  Florida  dem.anders  would  ex- 
perience a  decrease  in  funds  available,  whereas  som.e  sectors  would 
experience  an  increase,  thus  contributing  to  a  decline  in  the  cost  of 
intermediation. 

These  portfolio  differences  plus  the  heterogeniety  even  V7ithin 
general  loan  categories  limited  the  value  of  trying  to  establish  a 
rate/structure  relationship  in  the  output  market.   The  average  figures 
as  well  as  the  elasticity  coefficient  used  were  lowest  under  uni- 
office  banking.   However,  this  appeared  to  reflect  the  difference  in 
loan  composition  and  demand  more  than  the  regulatory  differences. 
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The  conclusion  was  that  the  rate  structure  of  Florida  banks  may 
change  under  an  alternative  regulatory  set,  but  this  change  would  be 
a  second  or  third  level  effect  arising  as  a  result  of  other  more 
direct  changes  in  banking  variables  caused  by  regulatory  alteration. 

In  terms  of  services,  it  was  hypothesized  that  the  structual 
set  associated  with  the  largest  ntunber  of  banking  offices,  the  greatest 
breadth  of  banking  services  and  the  highest  "technological  sensitivity' 
would  be  consistent  with  the  objective  function.   An  eiiaccinacicn  of 
the  evidence  revealed  that  in  these  several  aspects  of  services, 
multi-office  banking  enjoyed  a  performance  advantage,  T-eie   advantages 
stemmed  from  the  growth  characteristics  of  the  multi-cf f-ice  set  as 
xjell  as  the  ability  of  such  banks  to  penetrate  more  Icci^c  -arkets  with 
a  larger  set  of  services, 

A  lifting  of  the  uni-office  constraint  in  Floridc  would  lead  tc 
an  increase  in  the  number  and  convenience  of  banking  cifices  in  the 
state.   Average  bank  size  would  increase,  thus  enabline  -ore  banks 
within  the  state  to  bring  the  industry's  technological  advances  in 
production  and  services  to  their  particular  markets.   Further,  Floridia 
at  all  market  levels  could  expect  a  broader  line  of  financial  services. 

It  was  in  this  area  of  services  that  another  of  che  readily 
distinguishable  structual  differences  emerged  and  that  v/as  in  loan 
limits.   Due  to  certain  regulatory  constraints  (10  percent  rule)  and 
interpretations,  the  multi-office  bank  has  an  inherent  advantage  in 
offering  single  customer  large  loans.   The  comparison  of  Florida  loan 
limits  with  multi-office  limits  indicated  the  restrictions  placed  on 
this  part  of  the  output  set  under  the  uni-office  constraint  and  the 
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10  percent  rule.   Certainly,  the  multi-office  allovjance  in  Florida 
would  be  accompanied  by  a  rapid  increase  in  loan  limits. 

Earnings  were  viewed  as  a  type  of  summary  figue  in  v/hich  the 
several  performance  measures  were  synthesized.   The  regulatory  set 
consistent  with  the  lowest  acceptable  earnings  rate  which  could  be 
sustained  was  designated  as  optimal  from  the  point  or  view  of  minirrazir.g 
the  cost  of  intermediation.   It  was  evident  from  the  data  that  the 
uni-office  constraint  was  generally  associated  with  a  aigher  earnir~s 
rate.   This  was  particularly  true  in  Florida  which  his  one  of  the 
highest  set  of  earnings  ratios  in  the  nation.   It  aneired  i::robabl£ 
that  the  introduction  of  multi-office  banking  in  ^Icri'ca  would  lead 
to  a  decline  in  these  earnings  and  a  similar  decreas-  _-i  che  cost 
of  intermediation. 

The  perspective  which  is  incorporated  in  the  sccel's  coiective 
of  minimizing  the  cost  of  intermediation  is  a  total  v-alfare  type  of 
outlook.   The  optimal  structure  is  seen  as  that  whicn  facilitates 
the  intermediation  process  with  the  minimum  dissiparion  of  resources. 
Neither  the  banker,  the  depositor,  nor  the  borrower  is  to  be  favored. 
rather  the  objective  is  to  limit  the  cost  of  this  service  to  societv 
to  that  amount  necessary  to  acquire  that  service. 

This  is  the  perspective  that  has  been  used  in  examining  Florida 
banking  under  the  uni-off^'ce  constraint.   This  constraint  or  any 
structual  regulation  has  the  task  of  facilitating  the  increased 
coincidence  between  the  extant  set  of  outputs  and  inputs  and  that  set 
which  will  contribute  most  to  the  objective  function. 

The  broad-sweep  survey  or  audit  undertaken  in  this  study  has 
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developed  rather  conclusive  evidence  in  support  of  the  hypothesis 

stated  in  the  Introduction: 

Present  Florida  bank  structure  regulations  were  developed 
in  the  distinctly  different  environment  of  1913.   While 
these  laws  may  have  been  relevant  to  the  intermediation 
needs  of  the  state  at  that  time,  today  these  regulations 
cause  an  undue  divergence  from  the  optimal  set  of  outputs 
and  inputs.   A  change  in  Florida  bank  laws  to  allow  multi- 
office  banking  would  allow  Florida  bank  structure  to  be 
more  consistent  with  the  existing  economic  envirorment 
and  more  responsive  to  the  present  and  future  financial 
needs  of  the  state. 

Such  a  result  v/ill  contribute  to  a  reduction  in  the  erst  cf  inter- 
mediation in  the  state  of  Florida. 

Of  course,  it  is  evident  from  the  data  that  the  Ir.rrcdcction 
of  multi-office  banking  in  Florida  will  not  be  an  unr/^.\-ed  blessing. 
There  are  trade-offs  as  some  elements  in  the  optir.al  _£-  are  -ore 
closely  approximated  under  the  uni-office  constraint.   Or;  che  other 
hand,  the  preponderance  of  evidence  leads  to  the  cov.clv.sIot,   ~hat  mul: 
office  banking  will  contribute  to  the  objective  function.   However, 
it  should  not  be  necessary  to  seek  justification  for  the  suggested 
regulatory  change  in  terms  of  some  "universal  good"  cr  with  the  im- 
plication of  little  or  no  trade-offs.   Multi-office  banking,  as 
opposed  to  uni-office  banking,  is  permissive.   It  allows  either  fonn 
of  organization.   It  does  not  replace  the  uni-office  bank  with  the 
multi-office  bank,  it  merely  permits  both  to  exist  simultaneously  in 

some  market.   Empirical  studies  have  indicated  the  feasibility  of 

2 
cohabitation  by  both  types  of  organizations  within  a  state.     As 

long  as  one  intermediation  need  arose  which  could  best  be  met  by 

multi-office  banking  that  regulatory  set  would  be  justified. 

Structual  regulation  is  only  one  of  several  somewhat  redundant 
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screens  through  which  banking  entry  is  filtered.   Increasing  the 

mesh  size  in  this  particular  screen  does  not  reduce  the  total  filtering, 

it  merely  gives  the  regulatory  agency  more  flexibility  as  to  what  mix 

is  appropriate.   Entry  into  any  given  bank  market  under  multi-office 

banking  may  be  met  by  a  new  unit  bank,  a  new  branch,  or  through  merger. 

The  chartering  authority  may  choose  the  entry  vehicle  v.'hich  will 

contribute  to  the  minimization  of  the  price  of  inter-ediation  in  any 

particular  case.   Of  course,  this  presumes  a  willingnert  and  ability 

of  the  chartering  authorities  to  apply  rational  standard:  to  entry 

applications.   Hopefully,  such  a  presumption  is  justifi'^c. 

It  would  appear  that  such  structual  flexibility  vruld  bs  a 

necessary  characteristic  in  a  state  such  as  Florida,   The  state  has 

been  subject  to  rapid  change  over  the  last  50  years  ana  -Here  is 

nothing  to  indicate  that  this  pace  may  be  altered  over  trie  next  5Q 

years.   The  demographic  characteristics  will  continue  tc  change  as 

population  increases  rapidly.   The  economic  environirien"  will  ccntinus 

to  fluctuate  as  witness,  Disney  World  which  has  brougn:;  a  new  ea;pha3is 

on  tourism,  and  the  space  program  which  has  and  vjill  bring  cyclical 

emphasis  on  electronics  and  technology.   To  continue  regulatory 

rigidity  in  such  a  volatile  environment  is  to  risk  a  perverse 

regulatory  set.   Just  as  the  1913  structual  regulations  in  Florida 

cause  deflection  rather  than  coincidence  in  1971  between  actual  and 

optimal  sets  of  outputs  and  inputs,  so  a  continuation  of  this  rigidity 

into  the  future  can  contribute  little  to  the  objective  of  minimizing 

the  cost  of  intermediation. 

Multi-unit  Banks  and  Limited  Multi-office  Banks 
l^ile  this  concludes  the  investigation  it  is  necessary  to  interject 
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an  addendum  concerning  the  regulative  alternative  of  restricted  multi- 
office  banking  as  well  as  a  comment  on  the  multi-unit  banking  that 
has  arisen  in  Florida. 

Perhaps  one  of  the  most  pervasive  arguments  for  multi-office 
banking  in  Florida  has  been  the  rapid  growth  of  multi-unit  (group  and 
affiliated)  banking  in  the  state.   Since  1968,  the  number  cf  banks  in 
Registered  Bank  Holding  Companies,  One  Bank  Holding  Co-panies ,  and 
Affiliated  Bank  Groups  (Table  25,  p.  106)  has  more  thar.  doubled  and 
as  of  December  31,  1970,  represented  some  72  percent  of  uhe  banks  in 
Florida,  holding  89.6  percent  of  the  deposits.   This  -.-arid  expansion 
has  come  primarily  via  the  merger  route  and  the  nunbsr  cf  truly  in- 
dependent unit  banks  in  the  state  has  been  drastically  reduced.-^ 

The  multi-unit  form  of  banking  has  flourished  ai  an  institutional 
answer  to  the  excessive  cost  of  intermediation  under  the  uni-office 
constraint.   In  fact,  group  banking  in  a  uni-office  st^ce  is  sometimes 
viewed  as  negating  the  need  for  branching.   Recently,  ]'■[-.    John  Jenkin;' , 
President  of  the  Florida  Bankers  Association,  has  suggested  that  the 
branch  bank  issue  is  probably  dead  since  large  banks  have  accomplished 
what  they  wished  with  bank  holding  companies. 

It  is  evident  that  the  multi-unit  form  of  organization  leads  to 
the  development  of  psuedo  multi-office  banks  in  a  uni-office  regulator}.' 
environment.   The  control  of  several  banking  entities  through  the 
control  of  several  charters  does  provide  some  relief  to  the  inter- 
mediation costs  of  the  uni-office  constraint.   However,  although  the 
multi-unit  organization  may  be  a  satisfactory  solution  from  the  banker's 
viewpoint  as  suggested  by  Mr,  Jenkins,  it  is  not  the  optimal  ansv/er  as 
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measured  by  the  objective  function  employed  by  this  study.   Almost 
without  exception,  the  multi-office  bank  produces  a  more  optimal 
set  of  outputs  and  inputs  than  the  multi-unit  bank. 

I^Jhatever  advantages  the  uni-office  organizatim  enjoys  over  the 
multi-office  arrangement,  it  holds  equally  as  well  asainst  the  Tnulti- 


unit  bank.   On  the  other  hand,  the  multi-office  forn:  h; 
advantages . 


(1)   Multi-office  banking  provides  for  greater  -cbilitv  cf  funds 
In  the  matter  of  capital  structure,  deposits,  and  leans,  each  bank  cf 
the  multi-unit  system  must  have  its  ovm  separate  accc-r.r.   Loan  limitc 
for  any  one  bank  are  based  on  the  capital  and  surplu;;  ci  zhat  bank, 
whereas  the  limits  under  multi-office  banking  are  bas^c  on  the  total 
capital  of  the  system,   I'Jhile  the  multi-unit  bank  cculd  possibly 
overcome  this  problem  through  participations  within  the  ;vstem,  this 
is  a  less  efficient  and  more  time  consuming  solution.   Zach  of  the 
participating  banks'  boards  must  approve  and  although  all  ma--  concur. 
the  inconvenience  adds  to  the  cost  of  intermediation. 

(2)  The  multi-office  bank  has  greater  flexibility  in  bank 
location  and  may  be  able  to  penetrate  local  markets  vv-hich  have  a 
chronic  fund  flow  imbalance.   On  the  other  hand,  the  multi-unit  bank 
enters  only  those  markets  whose  intermediation  needs  are  sufficientlv 
balanced  to  sustain  a  banking  corporate  entity.   One  result  of  this 
difference  is  that  most  new  entry  under  multi-office  banking  is  by 
way  of  de^  novo  branches  whereas  the  most  usual  expansion  route  for 
the  multi-unit  bank  is  via  merger. 

(3)  The  multi-office  form  of  banking  provides  a  better  solution 
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to  the  problem  of  management  succession  which  is  one  of  the  critical 
issues  facing  banking,  in  general,  and  Florida  banking,  in  particular, 
The  single  corporate  entity  of  the  multi-office  bank  along  with  its 
typically  large  size  places  it  in  a  better  position  to  attract  and 
hold  young  management  talent  than  the  several  corporate  entities  of  tr 
■multi-unit  system.   Further,  the  multi-office  bank  generally  has 
greater  flexibility  in  moving  its  management  personr.el  as  needed.  Ihi 
results  can  be  readily  observed  in  college  recruiting-   Alr.os  t  without 
exception,  the  active  recruiters  in  Florida  are  multi-:ffic£  banks 
with  little  or  no  representation  from  the  multi-unii:  c^ranizacions  .^ 

(4)   The  primary  advantage  generally  cited  fci"  -jlti-unlt  over 
multi-office  is  greater  local  autonomy  and  discreticr. ,   H~ve".-c-r, 
several  studies  have  concluded  that  the  claimed  advar.rais  is  largely 
illusionary.   The  local  board  of  directors  of  the  mc; Li-unit  bank  and 
the  local  advisory  board  of  the  multi-office  bank  are  "-bject  to  th*; 
control  and/or  influence  of  an  outside  group,  be  it  :he  con-rolling 
stockholder  or  parent  bank. 

In  summary,  the  multi-unit  organization  has  all  cf  the  disadA'an- 
tages  of  multi-office  banking  and  yet  does  not  fully  enjo^y-  all  of  the 
advantages.   In  fact,  the  case  for  multi-office  banking  over  multi- 
unit  is  generally  accepted  and  most  would  agree  with  Lamb  who  stated 
"This  study  acknov/ledges  the  superiority  of  branch  banking  (multi- 
office)  over  group  banking  (multi-unit)."    While  the  multi-unit 
banking  in  Florida  provides  some  relief  from  the  excessive  costs  of 
intermediation  resulting  from  the  uni-office  constraint,  it  is  at 
best  only  an  intermediate  answer.   What  is  needed  is  the  freedom  of 
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multi-office  banking  under  which  the  several  alternatives  may  coexist 
as' they  meet  the  intermediation  needs  of  the  community. 

The  other  answer  to  the  problems  of  the  uni-office  constraint, 
restricted  multi-office  banking,  is  also  found  to  be  lacking.   The 
attempts  to  restrict  multi-office  banking  by  home  office  protection 
or  county  line  constraints  have  oftentimes  created  mere  probiems  than 
solutions.   Home  office  protection,  where  branching  cutside  cf  some 
defined  area  (city,  metropolitan,  county)  can  be  by  rr.erger  only, 
restricts  one  of  the  major  competitive  weapons  of  r. uiri-of rice  banking- 
de  novo  branching.   Likewise,  the  arbitrary  geographical  constraints 
often  have  little  or  no  relevance  to  natural  markets  =.-i   may  actuall;-; 
encourage  increasing  local  market  power  and  a  rising  ucsr  of  inter- 
mediation.  As  Guttentag  and  Herman  noted: 

....the  relationships  suggest  that  limited  area  rranch 
banking  may  lead  to  greater  concentration  than  vjuid 
result  from  statewide  branch  banking  laws.   Exiacing 
forms  of  limited  area  branch  banking  often  allcw 
relatively  free  branching  within  metropolitan  areas, 
where  branch  bank  expansion  may  increase  concentration, 
and  restrict  branching  outside  metropolitan  areas,  vjhere 
branch  bank  expansion  tends  to  reduce  concentration.   It 
would  appear  that  a  policy  designed  to  limit  banking 
market  power  v.'ould  exercise  more  restraint  on  intra- 
market  expansion  and  less  restraint  on  growth  outside 
the  major  centers.' 

This  viewpoint  has  been  generally  accepted  and  in  Edwards'  and  Fischer's 

evaluation  of  banking  in  Indiana,  they  concluded: 

....if  the  concentration  of  financial  resources  is  an 
important  consideration,  the  limited  form  of  branch 
banking  which  currently  exists  in  Indiana  and  in  a 
number  of  other  states  has  been  found  to  be  about  the 
worst  which  can  be  established.o 

Recently  there  has  been  added  to  these  voices  of  academia,  the 
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call  of  the  Antitrust  Division  of  the  Deptirtment  of  Justice  urging  a 
liberalization  of  state  lavis   on  branching.   The  agency  noted  geo- 
graphic limitations  on  branching  and  home-office  protection  provisions 
of  state  laws  are  unnecessary  restrictions  and  are  detrimental  to 
the  state's  interest  in  promoting  banking  competition.   It  suggested 
under  such  restraints  de_  novo  entry  may  be  discouraged  and  yet  this 
often  is  what  is  needed  to  provide  banking  alternatives  or  to  Tneei: 
an  unsatisfied  banking  need. 

As  a  result,  it  appears  that  if  policy  makers  ar^  interested  ir. 
minimizing  the  cost  of  intermediation  in  Florida,  n?  .aif-'.;ay  measure 
such  as  multi-unit  or  limited  multi-office  banking  vi-l  suffice.   Ij 
is  time  for  a  regulatory  change  in  Florida  and  the  i-;-eulatcry  set 
which  will  produce  the  output/input  set  that  will  ccacributa  most  to 
the  objective  function  is  the  multi-office  set. 
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NOTES  ON  CHAPTER  VII 


1.  See  Chapter  I,  p.  5. 

2.  See  E.  Kohn,  The  Future  of  Sraall  Banks  (New  York  State  Banking 
Department,  1966). 

3.  See  W.A.  McCollough  and  H.R.  Granade ,  "Florida-  A  Unit  Bankins 
State?"  Business  and  Economic  Dimensions  (April,  1971),  University 
Florida,  pp.  7-13. 

4.  Quoted  in  "Talk  and  Predictions,"  Florida  Trend  fSeotenber, 
1971),  p.  6. 


5.  Information  obtained  from  Mr.  Maurice  Maybe  rrv ,  :;'irectcr  cf 
Student  Placement,  University  of  Florida. 

6.  W.R.  Lamb,  Group  Banking  (  New  Brunswick,  N,J.:  Ruizgers  Univei 
Press,  1961),  p.  11.   See  also  P.T.  Hogenson,  The  Ec"c-ias  of  Grcui 
Banking  (Washington,  D.C. :  Public  Affairs  Press,  1955  ^  Zhapzer   XVI: 
G.C,  Fischer,  Bank  Holding  Companies  (New  York:  Cclu-"-_5.  University 
Press,  1961),  Chapter  X. 


7.    J.M.  Guttentag  and  E.S.  Herman,  "Banking  Struccurt  and  Per- 
formance," The  Bulletin,  No.  41/43,  February,  1967,  ;>s-.-  Vcik 
University,  p.  65. 


E.E.  Edwards  and  G.C.  Fischer,  Banking  Struct 


in  Indiana 


(Bloomington,  Ind:  Foundation  for  Economic  and  Business  Studies, 
1968),  p.  45.   Branching  is  restricted  in  Indiana  to  hcr.e  counties. 

9.     Reported  by  S.  Stracher,  Antitrust  Division  Seeks:  Liberal 
State  Branch  Banking  Statutes,"  American  Banker,  Vol.  CI'JCLC .  No.  68 
(April  9,  1970),  p.  1. 
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